a CURRENTS SWAYING MARKET ACTION « 


LUC WARED 
WALL STREET 


vo ne) BUSINESS ANALYST 












eee a pe Ry 
aby: aS 


OCTOBER 25, 1947 | 50 ra 





COT 2 @ 1947 


D> ANGELES PUBLIC Linear} 


~ 


| ™ 


a8 wenn " 


- EVALUATING STOCKS SELLING At 
LOW PRICE EARNINGS RATIOS - 
By PHILLIP DOBBS 
=e 
HOW. TO MINIMIZE 
YOUR TAXES 


By JAMES FINLEY 


*” 


VARYING NEW TRENDS IN 
CORPORATE PROFIT MARGINS 


By STANLEY DEVLINY 














NEW YORK The Empire State 


is richly endowed with the power and beauty that make America great 


New York... dynamic, populous, beautiful Empire State 
...iS unique in the contributions it has made to the eco- 
nomic, social and cultural progress of the Nation. 

New York is an American panorama! Wall Street, Broad- 
way and fertile farm lands. Prosperous cities and quiet, 
pastoral villages. Widely diversified industry and domestic 
and foreign trade. Distinguished universities and colleges. 
Beautiful mountains, rivers and lakes. 

The vitality of its leadership, the strength of its people 
and bold pattern of its achievements are characteristic of 
the qualities which have made America great. 

International has been intimately identified with the 
business and agricultural life of the Empire State for many 
years. Incorporated in New York in 1909, International has 
maintained offices in New York ever since. And at Buffalo, 


one of International’s original manufacturing plants has 
produced hundreds of thousands of tons of plant foods to 
nourish the growth of large yields of quality crops on the 
rich farm lands of New York, Pennsylvania, Michigan 
and Canada. 

In twenty-one states from New York to California, 
International is producing minerals and chemicals that 
are essential to industry and agriculture in America and 


throughout the world. 





MINERALS & CHEMICAL CORPORATION 
General Offices: 20 North Wacker Drive, Chicago 4 
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The Board of Directors at a 
meeting held October 7, 
1947, declared a quarterly 
dividend of $1.06% per 
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15, 1947, to stockholders 
of record’ October 31, 1947, 
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for the fiscal year ended June 30, 19-47 





{COHAMA 


1G. TRADE MARK 


> textile company 








HIGHLIGHTS 
OF THE YEAR’S OPERATIONS 


The year was one of record accomplishments. Sales 
and earnings, as well as funds reinvested in plant 
extensions and additions, were the highest in our 
history. Total net sales including intercompany sales, 
amounted to $230,194,945 for the fiscal year ended 
June 30, 1947. 


Consolidated net profit was $21,132,358 equiva- 
lent to $5.36 per share on the 3,898,125 shares of 
common stock outstanding as of June 30, 1947. This 
compares with net profit of $9,098,705 for the 
previous year. 


In addition to these earnings, the corporation's share 
of undistributed earnings in companies not con- 
solidated amounted to $1,413,814. 


The company entered the new year with the largest 
backlog of orders in its history. The increase in pur- 
chasing power and standard of living of many millions 
of Americans have added a great number of new 
customers for textile products. The requirements of a 
growing population employed at increased wage 
levels point to a generally sustained good outlook 
for business in this industry. 


Net fixed assets have been increased by $7,611,003. 
This includes capital additions during the year for 
our newly constructed rayon finishing plant at Old 
Fort, N. C. and our mills at Maracay, Venezuela and 
Colonia, Uruguay and a large plant addition at 
Loviseville, Canada. The new rayon finishing plant 
should be in operation this: October. The new mills in 
Uruguay and Venezuela are scheduled for partial 
operation late this Fall and full operation next Spring. 


Exports continue active and our organization has 
extended its field of foreign distribution. Although 
some markets are experiencing a shortage of dollar 
exchange, present monthly shipments are holding up 
very well in volume. Canadian and Argentine sub- 
sidiaries enjoy good business and operated success 
fully during the past year. 


Retail store operations have shown substantial in- 
creases. With the opening of eight new units this Fall 
and seven additional locations next Spring, the retail 
store subsidiaries of the company which operate 
under the names of Robert Hall Clothes, Inc. and Case 
Clothes, Inc., will have a combined total of fifty units. 


FIVE YEARS AT A GLANCE 





1947 
Total Net Sales (Including Intercompany coe | 
Soles) $230,194,945 


Net Profits 21,132,358 
Number of Common Shares Outstanding ***3,898,125 
Total Dividends Paid on Common Stock $ 5,850,977 
Working Capital 36,466,419 
Common Stock and Surplus 52,746,135 
*10% Stock Dividend May 6, 1944 


**Stock split 2 for 1 Morch 7, 1945 


YEARS ENDED JUNE 30 
1946 1945 1944 1943 


$160,402,043 $126,362,417 $125,587,446 $98,173,161 


9,098,705 5,334,049 4,984,098 4,256,656 
1,281,025 **1,264,772 *632,388 575,174 

$ 2,800,138 $ 1,770,230 $ 1,178,916 $ 1,160,228 
33,152,645 30,919,282 26,430,708 21,869,651 
37,237,783 31,150,192 27,995,640 24,536,754 


***Stock split 3 for 1 August 14, 1946 








United Merchants and Manufacturers, Ine. 


1412 BROADWAY, NEW YORK 18, N.Y. 


e ° 
This summary of the annual report is not a representation, prospectus or circular in respect of any stock of this corporation and is not 
presented in connection with any sale or offer to sell or buy any stock or security now or hereafter to be issued. 



























































58 


THE MAGAZINE OF WALL STREET 





G&G." 


BLOW 
agains 
prices- 
Daily 

deed o: 
ness vi 
Isolate 
from | 
with e 
of line 
them ; 

means 

sound | 
prices | 
tinued, 
well m 
In t 
profits 

make ¢ 
unders' 
could w 
tory ea 
leeway 
The 
for hig 
is to ig 
the con 
Abandc 
the cau 
difficult 
price-w. 
It will 

cians Ww 
Govern) 
busines, 





BusIn1 








OCTOB 




















C.G. Wycxorr, Editor-Publisher 


BLOW TO FREE ENTERPRISE ... In our battle 
against inflation, the most efficient weapon—lower 
prices—is used altogether too sparingly, if at all. 
Daily we read of new price advances but rarely in- 
deed of price reductions despite continued high busi- 
ness volume and record earnings in many industries. 
Isolated efforts to hold the price line have been far 
from successful. Instead we frequently are faced 
with exaggerated price increases, substantially out 
of line with the increased costs which precipitated 
them; in other words, price increases that are by no 
means needed to keep companies or industries in 
sound financial condition. The result is a spiraling of 
prices all along the line, a vicious circle that, if con- 
tinued, will ultimately end up in a bust that may 
well match in proportion the boom we now enjoy. 
In the mind of the public, excessive business 
profits and constantly sky-rocketing prices do not 
make a logical combination, to say the least. Quite 
understandably it creates the impression that prices 
could well be reduced and yet leave highly satisfac- 
tory earnings. It shows that there must be far more 
leeway for price cuts than generally supposed. 

The overall problem goes deeper, however. To ask 
for higher prices and therefore still higher profits 
is to ignore the well-tested principle of sharing with 
the consumer the reward of progress and prosperity. 
Abandonment of this principle will strike a blow at 
the cause of free enterprise from which it would be 
difficult to recover. Unnecessarily perpetuating the 
price-wage spiral will furnish grist for labor’s mill. 
It will also furnish ammunition for certain politi- 
tians who are only too anxious to prove that the 
Government should protect the consumer from big 
business by resort te far-reaching business controls. 
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AS QROAD. AS BYU StNE SS EESEGS 


The Trend of Events. 


No one questions the right of business to fair and 
adequate profits, taking into consideration the needs 
and uncertainties of our times. But, it seems to us, 
the moment has also come where adoption of really 
constructive pricing policies is the all-important key 
to our future. Labor shares with business the re- 
sponsibility that this implies. Business by all means 
should try to hold the price line wherever possible. 
At this stage, being content with adequate profits 
rather than attempting to ride the crest of the price 
wave appears the only sensible policy. Any other 
course is bound to lead to serious trouble and may 
do irreparable harm to the prestige of American 
business. 


WEATHER AND AUSTERITY .. . Despite a good deal 
of confusion in Washington, the initial response to 
the President’s ‘“‘Save-Food” campaign has been en- 
encouraging, with the public by and large falling 
willingly into line. No great sacrifices have been 
demanded and success of the compaign can be con- 
sidered well within the realm of probability. Doubt- 
less the only practical method of carrying out the 
program was through a combination of voluntary 
self-denial and restriction of some producer users of 
grain. By thus reducing domestic consumption, the 
goal of meeting crucial foreign needs—at least over 
the short-term—may be achieved without undue 
hardship to anyone. 

It may be somewhat different when the time 
comes to face the equally important longer range 
food problem. Weather, more than any other factor, 
will be the all-important key to the size of the prob- 
lem as well as the methods that may have to be 
employed to meet it. In a world short of food, 
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drought or unfavorable crop weather in the U.S. 
next year might well force more drastic measures. 
Austerity, as some punsters put it, may yet be 
around the corner. For short crops next year would 
spell still higher food prices, new inflationary pres- 
sures, possibly even return of price and ration con- 
trol. Good crops would mean easing food shortages, 
declining prices, no likelihood of controls. Instead of 
austerity, it would mean abundance or at least ade- 
quate supplies. Weather, in short, may become the 
big determining factor shaping the trend of prices, 
living costs, wages next year. Poor weather could 
cause real trouble—bigger instead of smaller prob- 
lems in Europe. Let’s hope that in spite of the 
seven years of bumper crops we have had, the 
weather will continue cooperative. 


TAX REDUCTION AND THE MARSHALL PLAN ... 
Despite this year’s unsuccessful attempts at lower- 
ing taxes, tax reduction continues to be a lively 
issue and will become more so as we approach next 
year’s elections. Though the Marshall program will 
impose large demands on Government revenues, it is 
unlikely that the Administration can avoid the 
necessity of offering something to counteract Repub- 
lican pledges to lighten the tax load. It appears that 
Administration thinking on taxes starts from the 
Marshall plan and from considerations directly tied 
in with present inflationary trends. But since Con- 
gress is not likely to approve appropriations for 
foreign aid in the current fiscal year that would 
absorb more than a part of the indicated budget 
surplus of $4.7 billion, the impression now is that the 
outlook for tax reduction is brightening. With tax 
receipts continuing high, the Administration may 
well reverse its stand and propose at least moderate 
cuts when Congress reconvenes. 

The close connection between tax reduction and 
foreign aid expenditures is obvious, with the amount 
of the latter, and how it is to be financed, the fore- 
most consideration. To make possible lower taxes 
without encroaching on the foreign aid program, it 
has been suggested that such outlays be carried as 
extra-budgetary relief. This suggestion finds little 
favor in Administration quarters where a steady 
weather eye is kept on the inflationary situation, 
and extra-budgetary financing would of course be 
inflationary. Yet it may be resorted to, should politi- 
cal expediency force active consideration of fairly 
substantial tax cuts as well as relatively large for- 
eign outlays. The way it looks now, Congressional 
approval of the Marshall program may be easiest 
obtained by an arrangement that also foresees tax 
reduction, preferably within the framework of a 
balanced budget. While many Administration leaders 
remain skeptical about the feasibility of lowering 
taxes, they may be forced to it if the Marshall plan 
cannot be put over in any other way. The fact that 
a national election is approaching makes such a de- 
velopment so much more probable. 


BRITISH GOLD... Great Britain’s financial dilemma 
apparently is headed’ for a solution much sooner 
than many expected, certainly in shorter order than 
the Marshall program can be placed into practical 
operation. Evidence of this lies in the British ar- 
rangement for a $320 million gold loan from South 


Africa, a distinct gain for Britain’s gold reserve 
and carrying the lowest interest rate ever recorded 
for such a transaction, one half of one percent. The 
gold loan will help set up immediately a better trade 
balance for Britain with the dollar area. More note- 
worthy, it should spell a change in the “scare talk” 
that London has been disseminating for the las 
few months and which, it may be assumed, was pri- 
marily for home consumption. 

It has also been reported that South Africa will 
pay for British goods in gold and will accept sterling 
for her own exports, assuring Britain of a con- 
tinuing inflow of the yellow metal. But entirely aside 
from England’s improved position as a result of this 
transaction, we here are directly interested in it in 
other ways. In the first place, it is safe to assume 
that most if not all of this gold will ultimately find 
its way to the United States, in payment for our 
goods. Should some of it go to Argentina, as it well 
may, that country is likely to resell it to us. All this 
means that our gold stocks will grow at an acceler- 
ated rate—possibly faster than anticipated by our 
monetary authorities, and this increase will have a 
direct effect on our own monetary position. It will 
swell our already enormous credit base, thereby 
making for further inflationary pressure, as ex- 
plained in our article on bank credit expansion else- 
where in this issue. 

The perhaps brightest side of the South African 
gold transaction is, however, that it points to a 
more practical approach by Great Britain to her 
problems, both financial and economic, with less 
stress placed on the acute need of help from the U.S. 


CAPITAL MARKET .. . Recent developments in the 
capital market tend to bring into question the ade- 
quacy of current savings to finance the private capi- 
tal expansion now being planned by industry and 
currently running at an annual rate of some $16 
billion. It has been apparent for some time that 
accumulation of funds available for investment is 
slowing down. On the other hand the demand for 
such funds notably for venture capital, is rapidly 
expanding. The two trends indicate that the supply 
of new investments exceeds the current demand for 
them; interest rates as a result have been firming. 

It would be premature to conclude that we are 
headed for a shortage of funds for capital invest- 
ment that might actually cut short our present busi- 
nes boom. Corporate liquid assets are still high and 
business might prefer to draw upon them rather 
than curtail needed capital expenditures, should 
financing become more difficult. But the most effec- 
tive way to cope with the situation is to stimulate 
individual investment in securities, now held back 
by high income taxes, the capital gains tax and 
double taxation of corporate income used to pay 
dividends. On all this, we shall have more to say in 
our next issue. 

The present situation contrasts strangely with 
the plethora of investment funds available until 
quite recently when banks and insurance companies 
were eagerly bidding for new investments in an 
effort to keep their funds fully employed, when in- 
terest rates were at historic lows. Recent softness 
in the bond market attests to the change in condi- 
tions that has occurred. 
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As. g See gL! BY ROBERT GUISE 


MR. BYRNES SPEAKS FRANKLY 


a Secretary of State James F. Byrnes 
in his much-discussed book “Speaking Frankly” 
makes it plain that he has not lost hope that peace 
can be restored and maintained, that he believes 
that the United Nations still remain, and properly 
used will remain, the best instrument for peace. 

However, his belief is based not on vague opti- 
mism that the Soviet-American deadlock, somehow, 
may yet be broken. Rather it is founded on applica- 
tion of a principle, the acceptance of which may ulti- 
mately become the decisive factor in making the 
United Nations a_ suc- 
cessful weapon for peace. 

This principle, basic to 
Mr. Byrnes’ approach to 
the entire peace question 
following his disappoint- 
ing experiences with 

Russian diplomacy, rests 
on the premise that when 
a nation signed the 
United Nations Charter 
as both we and Russia 
did, she obligates herseif 
to support certain pur- 
poses and principles in- 
side and outside the 
United Nations, and that 
her obligation to fulfill 
these pledges remains 
unaffected by any veto 
that might be cast by 
Russia or any other na- 
tion. Among the obliga- 
tions assumed under the 
U.N. Charter is the 
pledge “to unite our 
strength and maintain 
international peace and 
security” and “to take 
effective collective meas- 
ures for the prevention 
and removal of threats 
to peace.” In his book, 
Mr. Byrnes observes that 
a veto by one member 
does not relieve the 
others of these obliga- 
tions... “that these are 
pledges we must be pre- 
pared to fulfill.” 

It is at once apparent that this interpretation 
poses a far-reaching fundamental question, for if 
the member nations really accept the clearly im- 
plied obligations under the Charter to take effective 
action outside the United Nations against an aggres- 
sor, the veto would not really be important if it 
came to a showdown. The power of the veto, in fact, 
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-Russia, having accepted the Charter, 


“THE PICKET” 


RECONSTRUCTIC A eh. L, 


GEO. C, MARSHALL 


ARCHITECT & ENGINEER Sa. 
& 





could be broken without vitiating the U.N. as an 
effective world security organization, on the premise 
that the signatories of the U.N. Charter undertook 
an obligation not only to the Charter but to each 
other. Even withdrawal of Russia from the United 
Nations would not make the slightest difference. 

Thus when Mr. Byrnes, as he did in his book, 
urges a showdown with. Russia over Eastern Ger- 
many, examination of the legal aspects of the 
Charter becomes of primary importance. In his view, 
cannot legally 
abrogate her obligations 
under the Charter merely 
by resorting to the veto. 
While Russia’s right to 
veto any measures pro- 
posed against her re- 
mains unquestioned, not 
only the right but the 
obligation of the other 
nations to act in defense 
of U.N. principles would 
be clear. Mr. Byrnes 
hopes that the Soviet 
leaders will never force 
joint U.N. action against 
Russia—as a last resort. 
But he feels, emphati- 
cally, that “they must 
learn what Hitler learned 
—that the world is not 
going to permit one na- 
tion to veto peace on 
earth.” 

The right of U.N 
member nations to take 
effective collective action 
against an “aggressor,” 
after a veto is cast, is ex- 
pressly guaranteed in the 
Charter. Mr. Byrnes goes 
a step further when he 
postulates with great 
logic that they have not 
only the right but the 
obligation to act, and 
that until the U.N. mem- 
bers accept this obliga- 
tion clearly, the United 
Nations cannot succeed. 

The later is all too true. Without the strongest 
support for the United Nations, without putting a 
halt to the present drift of affairs that bid fair to 
strangle the world. organization, there is not much 
hope for peace. Latest developments furnish ample 
proof. The U.S.A. hag put forward a plan for 
strengthening the prestige and enlarging the activi- 
ties of the U.N. General ( Please turn to page 110) 








61 





New Currents Swaying Market Action 


Recent and current market action promises 
further rise, testing and perhaps surpassing 
the key July recovery highs. Foreign selling 


should not be a decisive factor. The news 
By A. T. 


Whevrer action has been decidedly encourag- 
ing since our last previous analysis was written, and 
especially during the last week. It implies an early 
and close test of the July recovery highs in the 
daily industrial and rail averages. Whether those 
levels will be surpassed cannot, of course, be pre- 
dicted with any degree of assurance. We believe 
there is at least a fairly good chance that they will 
be before this phase is over. As there is undoubtedly 
a considerable amount of stock for sale around the 
old highs, it might, at best, take some time and 
repeated tries to plough through these offerings. If 
the effort fails, which would mean that we are in 
a top area now, the chances are that it will be a 
rounding top, allowing a fair amount of time for 
some precautionary selling, rather than a fast one. 

The close of last Saturday, October 18, left the 
Dow-Jones industrial average at 184.25, compared 
with highs of 186.85 in July and 184.49 last Feb- 
ruary; the rail average at 50.28, against highs of 


on business, earnings and dividends will re- 
main favorable over the medium term at least. 
Continue to hold the substantially invested 


positions previously recommended. 
MILLER 


51.63 in July and 53.42 in February. (Firmness has 
continued up to our press time.) What does a clear- 
cut “break-through” require and what would be its 
significance? Because of divergence in these aver- 
ages at the year’s highs and lows to date, Dow- 
Theory analysts will disagree on the interpretation. 
Some would view a rise by both averages above their 
July highs as a bull-market “signal.”’ Others demand 
that rails top their highest previous high (that of 
last February) and say that would be the “signal” 
if industrials were also ‘above their February high, 
which is only a small fraction from the present 
level. In this view the July high in industrials is not 
the reference point. Suffice it to say that there will 
be no basis for argument—and that all those who 
use a Dow-Theory approach, or any similar method, 
in their market operations will be bullish—if both 
averages should top all of their previous 1947 highs, 
which means if industrials better 186.85 and rails 
surpass 53.42. The distance from here is not much, 

but could be formidable, especially in 
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Assuming these requirements are 
met, would it assure a sustained and 
wide advance in stock prices? Not 
necessarily. There have been some in- 
stances in which this kind of bull- 
market indication was followed by 
relatively limited further advance. For 
that matter, no technical method (or 
any other) can hope to forecast the 
extent of rise or decline in stock prices. 
The most that can be attempted is to 
determine the probable direction of the 
general trend, and investors do not 
need to be told that there is plenty of 
margin for error in this alone. Never- 
theless, it must be added that a major- 
ity of the clear-cut Dow-theory bull- 
market “signals” have been followed 
by additional advances ranging from 
substantial to major. 

Forgetting all about Dow Theory, 
you would still have to sit up. take 
notice and open your mind if any set 
of reasonably representative markei 
averages or indexes went cleanly into 
new high ground after wallowing 
around, as in the present instance, in 
a limited trading range for a year or 
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more. For our part—having 
for some time advocated not 
less than 75% invested posi- 
tions—we would not go over- 
board in bullish enthusiasm, 
given such a development; 
but we would certainly | 
“string along” with the | 
hopeful side until we saw 

convincing reason to veer 
from it. | | 

So far as the recent in- 

ternal evidence is concerned, 
there are several things 
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worth commenting upon. lh, 
First, in the strongest ses- 
sions last week the volume | | 
of transactions was larger ol} ____|_ 
than had been seen at any iii tag 
time during the large May- 

July recovery. That might, 
of course, have been a 
“fluke,” but it seems improb- 
able. Rather, it suggests a 
considerable—perhaps really 
significant—revival in specu- 
lative and investment inter- 
est in the market. Second, 
the quality of leadership on 
the rise has been satisfac- 
tory; and strength, while 
less than general, has been ° 
fairly widely diffused 
through the list. Third, indi- 
vidual stocks are responding 
to good news on earnings 
and dividends more readily 
and vigorously than in a 
long time. Fourth, profit- 
taking pauses continue so 
far to be accompanied by a 
shrinkage in trading volume. 
Fifth, the market ‘weather 
reports” provided by our 
Support Indicator, as here- 
with charted, continue to read: “Clear skies.” This 
can change, at times quickly; but it has not changed, 
nor yet shown even tentative indications of deterior- 
ation in the favorable relationship between the over- 
all demand for stocks and the supply thereof. 
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The Fourth Quarter Environment 


In the general environment we do not see anything 
which threatens to disturb investment sentiment un- 
duly for the rest of this year. The market has al- 
ready digested the European crisis, as now known; 
and is unlikely to be distracted by Communist moves 
Short of armed action. The continuing commodity 
price inflation is not liked, and carries seeds of 
trouble on various counts. It is fuel for more wage 
demands; it aggravates economic maladjustment; 
and rising food costs must necessarily cut some of 
the demand for less essential items. Nevertheless, 
the overall-tendency in the economy is expansionist, 
probably will continue so for this quarter, and might 
continue so well into 1948. 

There is an abundance of factual support for that 
last statement—too much to be detailed here. Most 
weekly indexes of production, or business activity, 
have pushed on to new postwar highs. The August 
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data on inventories, and the week-to-week commer- 
cial bank loan statistics, tell a story not only of con- 
tinuing inventory accumulation but of considerable 
acceleration therein. Retail trade will find it hard to 
top year-ago figures significantly but has continued 
high enough to catch many merchants inadequately 
stocked. Exports, while down from the peak, have 
levelled for the present at a generally high point. 
Business expenditures for new plant and equipment 
continue at about peak levels. The vitally important 
building statistics continue to make excellent reading. 

Third quarter earnings reports, now beginning to 
come out, will be satisfactory to excellent in most 
lines. The fourth quarter dividend declarations will 
be the most generous since 1929 and might conceiv- 
ably top all previous levels for this period. In short, 
the market has no lack of visible fodder to feed on; 
and as we have ncted earlier in this discussion, in- 
dividual stocks have shown ability to respond. 
Enough such instances in the weeks ahead could in- 
fluence at least the industrial average appreciably. 
On the other hand, it has to be recognized that rail 
stocks will get no comparable stimulation from spe- 
cific earnings-dividend news. If they make the grade, 
it probably would be on a more general speculative 
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impulse making for a fairly broad market advance. 
The Question Of Foreign Security Liquidation 


Some observers think that liquidation of foreign- 
owned U. S. stocks will put a ceiling on our market, 
perhaps not-much above the present level. They 
reason that most of this selling is intelligently done, 
to get the maximum amount of dollar exchange, and 
hence is all the more likely to come out on strength, 
as at present. They might be right. We think it is 
an open question. Except where the need of dollars 
is urgent in point of time, we wonder whether the 
reaction of foreign owners to a strengthening mar- 
ket will differ much from that of American investors. 
The well-demonstrated inclination of the latter is to 
cancel selling orders, or raise the asking price, when 
they see strength and activity such as obtained dur- 
ing much of last week. 

In most discussion of the matter of foreign liqui- 
dation, in the press and in brokers’ market letters, 
there is a tendency toward generalization and over- 
simplification—hard to avoid because reliable facts 
and figures simply are not available. There is no up- 






























































| Reported Dutch Holdings * American Stocks 
ae ee No. of % of 
Price Range Shares Held Total 
| 1947 (Thous.) Issue 
Kansas City Southern Pfd. 58!/p-471/4 55 26. 2% 
| Mid-Continent Petroleum 4554-33 263 14.2 
Tdwater Amiel Oe  2M4-18 798 25 | 
| Shell Union Oil 34-24, 1,619 12.0. 
| Wilson & Co. 15%y-10% 243 115 
ewaerae Car & Foundry 547/,-36 55 9.2 | 
| Missouri-Kansas-Texas 8 - 3% 72 8.9 | 
| Republic Steel 30%-22/, 498 88 
| Anaconda Copper 42 -30% 683 79 | 
‘|| Bethlehem Steel 99 76, 203 68 
Illinois Central 30 -18!/g 82 6.0 
| Cittes Service 3934-234 220 5.9 | 
| American Car & Foundry Pfd. a e 154-94 14 “al 4.8 | 
Sines oN 37Y/p- 26'/, 141 4.4 | 
‘Baltimore & & Ohio re nee NO Th 106 4 a 
v S. Steel T9Y-61% 32337 
| Continental Oil 4874-35 lol 3.4 
| Amedioan Water Works 18%- 12 77 3.3 
inienilin 4, ol 32 
[Kennecott Copper 52!/>-41/, 325 3.0 | 
\Union Pacific 147 -120 59 27 : 
Phillips Petroleum 6234-50/p «116 2.4 | 
Southern Pacific 47"/4-34Y/2 90 24 | 
North American Co. 337-22%_ «186 22 | 
Atchison 99-66 38 Io | 
Commometeth & Sevhen.... 4 - 2288 Tt 
Goodyear Tire & Rubber 613%-41'/, q 22 1d 
Colgate- o-Palmotive- Peet ; 56-33 19 Lo 
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to-date inventory of the dollar value, or total shares, 
of listed U. S. stocks held in each foreign country— 
much less identification of the stocks. Where govern- 
ments have moved to take over marketable U. S. se- 
curities of their nationals for conversion into dollar 
exchange, as in France, they are revealing virtually 
nothing of the details. 

A recent study by the Department of Commerce 
puts total foreign-owned U. S. stocks and bonds at 
$3.7 billion, but did not break it down by countries, 
or as between stocks and bonds, or as between listed 
and unlisted securities. A June, 1941, Treasury 
census of such holdings put the total at $2.7, of 
which slightly over $1.8 billion was in common stocks 
(presumably both unlisted and listed), $306 million 
in preferred stock, $219 million in corporate bonds, 
and the balance in Government, state and municipal 
bonds. Working from those figures and allowing for 
subsequent rise in market prices, the Federal Re- 
serve Bank of New York estimated, in September, 
that these holdings now amount to $3.5 billion. Prob- 
ably the division, by types of securities, differs little 
from that of 1941. The bank places $2.1 billion in Eu- 
ropean hands, $600 million in Canada, the rest scat- 
tered over the world. It states that the United King- 
dom holds over $600 million; Switzerland, which has 


no exchange problem, less than $600 million; the 


Netherlands over $400 million; France about $250 
million. 

In 1941 the British took over and pledged $288,- 
000,000 of American securities with the R. F. C. for 
a $200 million loan. This collateral now has a value 
well over $800 million. It could be used for an addi- 
tional loan, but no moves in that direction are known. 
The British did not requisition all U. S. securities at 
that time, nor have they done so since. How much is 
still privately held is not known. It may be sizable. 

Dutch holdings of “assets” convertible into dollars 
were officially estimated at $561 million last Febru- 
ary, exclusive of $315 million of Shell Union Oil, the 
controlling interest, held by Batavian Petroleum for 
Royal Dutch Shell. It is not known how much of the 
$561 million was in listed common stocks. The Dutch 
are believed to be carefully selling at a rate of over 
$100 million a year. The accompanying table of chief 
Dutch holdings in listed stocks is from semi-official 
sources but not up to date. Probably a good many of 
the holdings have been pared down some since it was 
compiled, but it unquestionably indicates the issues 
most heavily held, in general order of importance 
with respect to capitalization. 

And now a word of caution. Some of these stocks 
will rise despite Dutch selling, others can fall for 
reasons having nothing to do with Dutch selling. 
Twelve out of the 28 recently either made new highs 
for the year or rose close to former highs. The three 
oils, near the top of the list in percentage of capitali- 
zation held abroad, have performed this year just 
as well as the oil group generally. Two of them— 
Mid-Continent and Tidewater Associated — have 
fared better than the oil group. Late last week, on an 
average price basis, the 28 stocks were about 24‘ 
over their 1947 low, about 9% under their 1947 high. 
The Magazine of Wall Street index of 304 stocks 
ended the week about 24% over its low for this year, 
and 7% under its high. Since the Dutch are prob- 
ably the most active foreign sellers, these compari- 
sons suggest that the fear of foreign liquidation 
might easily be exaggerated as a market factor. 

—Monday, October 20. 
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CREDIT 


By E. A. KRAUSS 


Cais expansion is an important force in 
our inflationary environment today and since such 
expansion has been extremely marked, it is little 
wonder that danger signals are being raised. The 
tremendous rise since the war’s end in business 
loans has led to a spate of warnings and official 
suggestions that banks “go easy” in their lending 
policies so as to avoid further inflationary pressure, 
and to maintain their strong and liquid position 
against the day when the economic sledding gets 
rougher. As borrowings reach new highs, an ever 
closer check is being kept on bank credit. 

Indubitably, more money is being borrowed today 
by the public and by business than at any time in 
our economic history. Not only has the rise in 
outstanding loans been sharp, but there are 

no signs of abatement, and it is this con- 

tinuing uptrend that has officials wor- 

ried. American business, big and little, 

seems to be standing in line for 

loans to finance everything 
from peanut stands to expan- 
sion of basic industries. 
As a result, business 
_ loans of reporting 
Federal Reserve 
Member Banks 
early in 
October 
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crossed the $13 bil- 
lion mark. Each week brings 

a new historic high for ‘commercial, 
industrial and agricultural loans’ which on 
October 1 were $2,936 million above the previous 
vear’s level. 

Outstanding loans of all insured commercial banks 
are considerably higher, of course; at mid-year they 
stood at over $33 billion. Detailed figures and in- 
creases over mid-1946 and the end of 1945, shown 
in the accompanying table, illustrate the enormous 
burst of lending-borrowing activities since the war’s 
end. 

It stands to reason that this flourishing lending 
activity is having repercussions on our banking sys- 
tem, even on our entire economy. Interest rates have 
been creeping upwards and the trend is likely to 
continue. Above all, it has created fears of a run- 
away inflation, should the lending. situation get out 
of hand. 





Why Business Loans Have Expanded 


For the present, banking and business circles are 
not alarmed at either the high total of business 
loans or the big rise in consumer credit obligations, 
though they admit that they can reach a point where 
they can become a serious problem. For one, con- 
sumer borrowings are hardly out of line with in- 
come; the latter since 1939 has more than doubled 
while outstanding credit obligations -are only 39% 
larger. Soaring business loans in turn have reflected 
the needs for funds to finance inventories, to extend 
trade credit, to bolster working capital generally and 
to defray the cost of plant expansion and improve- 
ments. Not forgotten should be the fact that many 
hundreds of thousands of new businesses have been 
started since the war’s end and most of them had to 
do some borrowing. Many have fallen by the way- 
side, as reflected by the rising number of business 
failures, and the recently noted slowing of collec- 
tions is another sign admonishing to caution. Still 
on the whole, most loans seem to have sound busi- 
ness reasons behind them, and banks as a whole 
have never been in a stronger position. 

The official round of warnings was initiated by 
Marriner Eccles, Chairman of the Federal Reserve 
Board, who expressed alarm at the way bank bor- 

rowing has been feeding inflation. He stated that 

credit expansion has been going on at an annual 
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(In millions of dollars) 





June 29, 1946- 
June 30, June 29, June 30, 1947 
, 1947 1946 % Increase 
Total Loans enki Bay eOO $26,791 24.1%, 
Commercial loans (including 

open market paper)... 14,765 10,334 43.0 
Agricultural loans ................. 1,549 1,366 13.4 
Real Estate loans a 5,738 43.0 
| Consumer Loans .... 4,893 3,069 59.5 


Source: Federal Reserve Bulletin 
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Loans of All Insured Commercial Banks 


bank loans increase the deposit 
money available. However, the 
purpose of many business loans 
was to finance productive facili- 


Dec. 31, ee ae ties, something that undoubtedly 
1945 %, Increase contributed toward relieving the 
$25,765 29.0%, shortage of goods. Had such 
loans not been made, progress in 

9,461 56.1 stepping up production would 

1,314 17.9 have been slower and there 

4,677 61.5 might have been greater infla- 

2,361 107.5 tionary pressures than other- 


wise. Such loans are of the most 
constructive type and hardly 











rate of $10 billion and that continued expansion at 
that rate would provide an inflationary force more 
than double the anti-inflationary effect of the pros- 
pective surplus in the Federal budget for the cur 
rent fiscal year. It would equal, he said, the infla- 
tionary impact of the unprecedented surplus of 
exports in our foreign trade in recent months. 

Preston Delano, Comptroller of the Currency and 
head of examiners of national banks, echoed Mr. 
Eccles’ warnings. He placed outstanding commercial 
and industrial loans of national banks at $9 billion 
at mid-year, a rise of 48% within a year, though 
a gain of only 6% since the end of 1946. He advo- 
cated that bank examiners use their influence and 
persuasive powers to prevent further credit expan- 
sion in those fields which contribute heavily to 
inflation. 

In all these warnings, other inflationary forces at 
work were of course not ignored, such as the short- 
age of goods both at home and abroad, quite apart 
from the record-breaking money supply. Only over 
the latter, have banks a measure of control, for 


open to criticism. Much credit 
money, however, also went into 
the financing of inventories, often perhaps excessive 
inventories, or to finance real estate transactions at 
highly inflated values. Even farmers have been 
flocking to banks, as witness the recently rising de- 
mand for loans against crops and for new equip- 
ment. Such loan requests were far less numerous 
last year; but meanwhile farmers have bought land 
at high prices, resulting in the need for credit ac- 
commodations. As far as business loans are con- 
cerned, it is worth noting that business inventories 
are now valued at over $38 billion, an increase of 
almost $814 billion over a year ago. Spurting figures 
of business loans undoubtedly reflect the mounting 
dependence on borrowing to finance this and any 
further accumulation. 


Can Brakes Be Applied? 

It must be granted that if bankers as a whole 
heed the official warnings and tighten their lending 
policies, they can doubtless contribute towards the 
slowing of the inflationary price rise. This would 
mean, particularly, restraint on loans to 





DANGER IN RISE OF BANK LOANS 


FEO. RES. MEMBER BANKS 


BILLIONS OF 


COMMERCIAL LOANS 


(INCLUDING OPEN-MARKET PAPER) 


BROKERS’ 
LOANS 


AGRICULTURAL 
LOANS 
SECURITY 
CONSUMER 


1940 1942 1944 1946 








finance consumer purchases, but also dis- 
couragement of all other loans which do 
not contribute directly to the production 
or distribution of goods. 

However, apart from persuasion, the 
Government can do little to influence bank 
lending policies. It can ask bank examiners 
to get “tougher,” to criticize consumer 
loans or real estate loans at inflated values, 
or loans to carry obviously excessive inven- 
tories. It can, and does, impress on banks 
the desirability to increase their capitali- 
zation to lessen loan risks. But it cannot 
curtail the amount of available lending 
money! 

Banks can get all the credit money they 
need merely by selling Government securi- 
ties to the* Federal Reserve System. The 
latter is obliged to purchase such offerings 
or else risk a decline or collapse in the Gov- 
ernment bond market which would not only 
greatly increase the cost of carrying the 
public debt but would seriously endanger 
our entire financial structure in which the 
Government now occupies such an impor- 
tant part. 

When the Federal Reserve System ac- 
quires from banks additional Government 
securities — of which commercial banks 
hold over $70 billion — new reserves are 
created. These reserves pass to other banks 
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and ultimately (Please turn to page 108) 


THE MAGAZINE OF WALL STREET 











ever’ 
omy, 
oper: 
trol « 
the 
mont 
ment 
gent 
wage 
creas 
thou. 
acco} 
volur 
for ¢ 
to ty 
prop 
ciate 
offs | 
this 
cussi 
subje 

To 
of se 
pone: 
of tk 
at di 
mate 
may 
while 
rises 
perio 
shou 


OcT 





oS ome Ue 6 ) = Sy ee ae oe we ee TF eae FY SST |S 


SS VS Ww eS ae 





Varying Tow a wf eel 
CORPORATE 





Lew of every description and at 
every level, because of the current flux in the econ- 
omy, are in an endless battle to make satisfactory 
operating profits. Both within and without the con- 
trol of management, new problems arise to challenge 
the experience and skill of company executives from 
month to month. Hence interim operating state- 
ments of most large concerns disclose widely diver- 
gent results in the struggle to offset rising costs of 
wages and materials through larger sales and in- 
creased efficiency. One common yardstick of success, 
though by no means infallible, is the statistical value 
accorded to profit margins, or the percentage of net 
volume left after permissible expenses and reserves 
for depreciation. Sometimes this figure gives a clue 
to trends in the process of development, although 
proper reservations are needed in attempts to asso- 
ciate it with net earnings potentials; special charge- 
offs and the take of the tax collectors do not enter 
this specific picture. For the purposes of our dis- 
cussion, operating margins per se are the sole 
subject. 

To clarify our comments, we have appended a list 
of selected industries, each with representative com- 
ponents, to show in tabular form how profit margins 
of the various concerns have widened or narrowed 
at different periods. Work interruptions, shortage of 
materials or transportation difficulties, in some cases 
may have been a temporarily restrictive factor, 
while in other instances abnormal demand or price 
rises have widened profit margins for a limited 
period. Where detectable, such offsetting influences 
should be assigned their proper weight. 
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By 


STANLEY DEVLIN 


Primarily it should be realized that rapidity of 
turnover is an important element of all profit mar- 
gin considerations. Processors and distributors of 
perishable foods, for example, can afford to estab- 
lish slim margins that would prove ruinous to 
makers of heavy machinery. In making comparisons, 
therefore, appraisals should be tempered accord- 
ingly, all along the line. The big test now looming 
up is how long high level sales at possibly firm or 
advancing prices can tend to support rising or even 
normal profit margins, with operating costs con- 
tinuing their relentless threat. 


Cost-Sales Relationships 


Another important thing to bear in mind is that 
in discussing profit margins, we are forced to talk 
in terms of percentage. In terms of dollar profits, 
results might be radically different. That is to say, 
the relationship between costs and sales might con- 
tract substantially and yet leave room for larger 
dollar profits. On basis of $10 million annual sales 
and a profit margin of 10%, a concern would show 
operating profits of $1 million, whereas if volume 
rose to $20 million and the margin narrowed to 6%, 
the profit would show as $1.2 million. This illustrates 
rather clearly the caution needed in assessing profit 
margins by themselves, for dividends are paid in 
dollars rather than percentages. On the other hand, 
where overhead can be spread over an increasing 
volume, the margin often widens. If this trend seems 
likely to hold its own or expand, definite prospects 
for larger taxable profits exist. . 

At this point it should be remembered that an 
expanding volume may be attributed to an uptrend 
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in prices rather than higher unit sales. During an 
inflationary period, therefore, dollar profits often 
increase though physical output and profit margins 
remain stable or even decline somewhat, the element 
of operating costs naturally entering the picture 
too. As an extreme example, consider the situation 
in China where a modest 10% profit on a hairbrush 
might now equal $5000 Chinese. Viewed from this 
angle, the significance of profit margins has become 
a somewhat controversial subject, in that they may 
be both cause and effect of inflationary influences. 
Measured by percentage, profits may appear entirely 
rational, if not modest, whereas in terms of dollars 
they may appear all out of proportion with normal 
standards. 

Beyond much question, in times like the present 


when prices are on the upgrade and goods in the 
process of distribution pass through several business 
channels, though profit margins at each level may be 
beyond criticism, the compounding at each step in 
terms of dollars is a strong stimulant to inflation. A 
dollar item on the factory floor, passing through five 
hands, each taking 10% profit, will cost $1.60 when 
it reaches the consumer. On the other hand there is 
the undeniable fact that when costs rise, more work- 
ing capital is required to. run the business, besides 
which it is the traditional prerogative of all business 
men to use the percentage yardstick in figuring their 
operating profits. 


Windfalls From Inventory Profits 


current conditions, when rising prices 


Under 
create possibly non-re- 





curring inventory 





Trend of Sales and Profit Margins of Selected Companies 


| profits, with resultant 





SALES—tIn Millions of Dollars 


OPERATING MARGIN—In Percent 


benefit to profit mar- 
gins, there is danger 











G—Year ended May 31. 
H—Year ended July 31. 
J—For 6 months to April 30. 
N—Year ended March 31. 
P—Year ended Feb. 28. 
Q—Year ended Oct. 31. 
R—Year ended Aug. 31. 


*—Pre-Tax Margin. 

A—Year ended April 30. 

B—For 9 months to June 30. 

d—Designates a deficit. 

E—Year ended Sept. 30 

F—Due to $45.7 mil.deducted 
for cost of reconversion. 





IstQu. 2ndQu. 6Mos. IstQu. 2ndQu. 6Mos. 
1946 19471947 1947 1946 1947 1947-1947 that they may narrow 
Automobile Accessories fast when such wind- 
American Bosch Corp. $13.7 $ 5.0 $ 5.4 $10.4 def. 6.8 9.8 8.3 | falls cease, or when 
Electric Auto-Lite. 122.8 43.4 46.9 90.3 4.6 4.8 6.4 5.6 | prices level off or start 
Stand. Steel Spring 21.7 16.2 15.4 14.0 | to trend d ard. As 
Stewart-Warner Corp. 58.9 ; 40.2 8.9 a o trend downward, «is 
Automobile Manufacturers wage scales are rela- 
Chrysler Corp. 870.0 317.0 331.6 648.6 3.8 11.7 8.1 9.9 tively rigid and many 
Fruehauf Trailer . Ru 43.9 12.0 10.7 enterprises cannot re- 
General Motors 3,127.9 804.8 941.6 1,746.4 5.5 17.8 17.5 17.7 duce swollen overhead 
Brewers & Distillers | ibility 
National Distillers Prod. 450.3 A418.9 = 14.3 Al5.6 oo a the possibilit; 
Ruppert (Jacob) 228 5.4 6.6 12.0 16.4 10.3 10.2 10.2 |} ° f sharp squeeze in 
Building Construction & Equipt. | profit margins : on de- 
Celotex Corp. Q33.1 J21.7 Q23.2 j240 | clining sales is very 
Flintkote Co. 52.6 A59.6 14.7 Al4.4 real, for dollar profits 
Johns-Manville : 92.0 29.8 33.6 63.4 9.2 12.2 14.1 3:2 | might drop at an even 
f . 39%. 9.4 i. 20. 22.4 23. 4. ee @ : 
mei = ne 39.8 5 0.9 3.0 24.5 23.8 faster rate. This may 
emica rogucts 2 ee 
Air Reduction N2 199 220 64200 1290 CONS A well be a contributing 
Columbian Carbon 34.3 10.5 10.1 ae aa oa a reason, combined with 
Dow Chemical G101.8 6130.4 GI8.5 621.7 general cost factors and 
DuPont de Nemours 661.8 189.8 195.9 385.7 21.5 27.6 23.4 25.5 the fact that additions 
Drugs & Cosmetics 0 iti - MARIA AG. 
American Home Products 132.3 307 30.1 61.8 11.6 9.7* 6.2* 8.0* | - oe “t replace- 
Lambert Co. 30.2 7.2 6.8 140 17.9 12.5* 3.1* 8.0* | ents, are far more 
Lehn & Fink 16.3 X15.4 6.1 x26 || costly than formerly, 
Merck & Co. 61.6 34.8 19.0 15.3 that tends to delay a 
Parke, Davis & Co. 66.2 18.2 17.6 35.8 32.9 30.1 27.3 28.7 downtrend in vrices 
Sterling Drug 121.4 66.4 19.3 17.8 While manv sig 
Electrical Equip. & Access. 2 aa we 
General Electric Co... 679.1 233.8 +=. 303.9 «537.7 34. «728 10.5 9.1 ments during a sellers 
Maytag Co. 26.8 10.9 14.1 25.0 194 18.1 20.6 «19.4 market could afford to 
Westinghouse Electric 301.7. 140.1 =—«172.2,—s312.3 def. 11.8 14.8 13.4 lower prices at the ex- 
Food Presenting pense of profit margins, 
General Foods 330.9 100.1 89.3 189.4 99 10.0 27 6.5 | they are afraid to do so 
Pecan a 261.2 77.6 69.9 147.5 13 6.6 0.9 3.8 | and with some justifica- 
in roduc > vie 

Bigelow-Sanford Ee aa 28.4 7.6 10.2 | tion. On the other hand, 
Simmons Co. 92.9 58.4 17.1 31 | there are probably 
Machinery Mfrs.—Farm Equip. |} many instances where 
Allis-Chalmers 93.8 84.9 def. A profit margins have 
Gleaner Harvester E4.8 B5.1 E32.5 B32.8 been held unnecessarily 
Machinery Mfrs.—General wide in ‘oporti ( 
Bucyrus-Erie 33.7 273 14.5 18.2 RC gpg a 
Fairbanks, Morse 56.6 41393 10.2 ae Coe eee eee 
Joy ‘Mfg. E295 128 149 8393 E175 183 19.5  BI9.0 result that profiteering 
Milk Products has raised its head. 
Beobice Foods cn PU25.A T179.0 P55 15.4 When supply and de- 
ational Dairy Prod. 742.4 425.4 8.0 3.8 mand eventually reach 
Pet Milk 113.3 30.6 30.9 61.5 3.0 2.4 7) ee a 


— = | a balance, restoring nor- 
mal competitive condi- 
tions, such tactics will 
no longer be possible. 
Turning to the ap- 
pended tables, it will be 
noted that a sharp up- 


S—For 40 weeks to June 30. 
T—For 9 months to May 31. 
V—For 24 weeks to June 14. 
X—Year ended June 30. , 
Y—For 6 months to July 31. 
Z—Year ended Jan. 31. 
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. trend in volume has been characteristic of the auto- ville and Flintkote, recently showing margins of 

m mobile accessoyies industry, due to heavy demand 13.2% and 14.4% _respectively, are varying little 

a for both original equipment and replacements. De- from prewar experience. 

4 spite heavier costs, the spreading of overhead over Cheetenn Wie 

te larger sales, along with a firm price structure, has emical Industry 

ee resulted in generally wider operating margins during In the chemical industry, regardless of impressive 

? the first two quarters of 1947. For the full six volume gains, profit margins of the larger concerns 

" months period though, the profit margins of both have widened only modestly, and in the case of Air 

Ht Stewart Warner and Standard Steel Springs have ‘eduction the ratio has slightly declined compared 

wa narrowed slightly compared with the figures for ail with 1946. The high degree of mechanization in this 

ce of 1946. As for the automobile manufacturers, vary- industry has tended to minimize the wage factor 
ing experience is evident. Steadily rising costs for and traditional policies have stabilized prices con- 
Chrysler and General Motors have been cutting siderably. In scanning the producers of drugs and 
down profit margins moderately, although volume cosmetics, however, the drastic narrowing of oper- 

“s gains have been tremendous, Chrysler apparently ating margins shown by some of the concerns listed 

7 feeling — impact _— Inadequate supplies, reflects a sudden drop in (Please turn to page 110) 
though, have restricte : 

ue 

output of both these -— SS eee _=_, —— 

. concerns, and upon this Trend of Sales and Profit Margins of Selected Companies | 

* factor pe a i a — _ -— OPERATING MARGIN—In Percent 

margin trend over the stQu. 2ndQu. 6Mos. IstQu. 2ndQu. 6Mos. 

i intermediate term, for — 1946 :(1947_—s*N' 947 1947 1946 1947 «1947 1947 

d- . Motion Pictures—A 7 
= i ‘ | b- otion Pictures musement 

n =. still oe ? Brunswick-Balke-Coll. $22.3 $61 $60 $12.1 8.2 73 1.8 4.6 

" ~— lally gg . Eastman Kodak Co. 274.7 Vi53.6 21.6 V21.1 

Among the brewers Loew's, Inc. R188.5 $141.5 R18.6 $17.1 

\s aire . 

and distillers, a large 20th Century-Fox 190.3 93.5 20.9 15.9 

aA- increase in sales by Warner Bros. Pict. R163.9 T130.1 = =R26.3 723.9 

LV pre Sade zi Office Machines & A 
National Distillers has ee ee ee 

e- a ee in wider | Burroughs Adding Mach. 46.2 30.2 14.3 18.1 

id ) : A National Cash Register 81.2 28.6 33.9 62.5 4.6 15.2 14.3 14.7 

we margins. Operating | — Remington Rond N108.0 N147.1 NI3.1 N18.1 

in mpg of Jacob pint Oil Producers & Distributors 

‘i pert have remaine Continental Oil _ 159.2 46.9 55.5 102.4 27.6 26.2 26.9 26.6 

si practically stable dur- Gulf Oil ae os SOR 357.6 21.8 16.5 

\ I the Get helt ab Phillips Petroleum ............ 220.1. 61.7 70.6 132.3 27.5 15.3 17.0 16.2 

ts ing s , | Richfield Oil 68.9 20.2 2t.2 41.4 26.7 18.5 18.9 18.7 

. though they have nar- || — Standard Oil of Ohio 160.6 92.1 18.2 * 11.3 

a rowed considerably |) _ Tidewater Assoc. Oil 216.3 66.3 72.0 1383 15.8 10.5 12.3 11.4 

. compared with last |} Paper Products 

1S vear. As disappearance | Crown Zellerbach Z _A102.1 Al27.8 AIT7.1I A22.9 

a of theten cone akaacal. 7 Intemational Paper 287.9 96.4 103.1 199.5 20.1 24.0 22.5 23.2 

1d 0 c gz | Union Bag & Paper 44.9 14,3 15.8 30.1 22.6 31.7 33.7 32.7 

“a beer would check sales, |) Railway Equip. & Mfrs. 

ne the brewers have been Amer. Car &Fdry. Al18.1 Al32.8 AB. A8.2 

il forced to hold prices a aa ener 115.0 48.3 9:7 5.6 
stalk * ‘isi x- aldwin ocomotive 85.3 50.6 7.8 5.1 

y, stable despite rising ex Westinghouse Air Brake... 301.7 140.1 :172.2,Ss3123,s def. =i BCD 

a ee. Ret. Distr.—Groc. & Gen. Md 

on Expansion in demand American Stoves = = 314.6 189.7 4.9 2.6 

: for building materials Grant (W. T.) Z180.3 Y95.9 28.2 Ya. 

“ continues to push up Ret. Stores—Mail Order—Cloth. 

. sales for their pro- Federated Dept. Stores..........H234.1 H280.8 HI0.3 H5.9 

oO ducers, and a firm price : — — sy . 196.9 45.8 50.0 95.8 12.2 9.0 7.2 8.1 

x- YZ t ; a : 

; status has enabled them ae ee 2974.3 Y508.6 29.2 Y6.2 

wl to widen operating mar- eS hee Se 

“i , “Nn Op 1g Acme Steel 39.8 12.9 14.6 27.5 20.8 25.7 23.0 24.3 

i. gins slightly during the Bethlehem Steel 787.7 237.5 265.9 503.4 8.3 14.1 10.8 12.4 

current year. It is in- U. S. Steel 1,496.1 475.0 533.8 1,008.8 15.2 18.6 15.7 17.1 

’ ’ teresting to note how Youngstown Sheet & Tube 216.3 72.0 77.0 149.0 16.3 20.6 17.0 18.8 

y ‘ Textile Manufacturers 

re wy a wl Faerie i American Viscose . 1388 ©645.7 48.3 94.0193, ssTsiBDsC*dTCB 

7@ : on our table American Woolen 170.8 43.7 41.3 85.0 21.4 17.1 16.6 16.9 

“a with — largest vol- colonies Corp. of Amer. 135.2 44.8 40.0 84.8 25.3 23.3 20.2 21.8 

umes have operating vett, Peabody 44.4 27.9 = ‘12.1 19.6 

to margins far narrower United Merch. & Mfrs. X129.8 X180.1  XI5.1 x19.0 

‘ot than the other two. The Tire & Rubber Products 

12 OA Of kext f Cons Goodrich ‘B. F.) 361.4 201.3 16.7 Vi. 

d. at /0 margin 0 elotex Goodyear Tire & Rubber . 616.5 316.5 8.0 11.7 

a for the first half this U. S. Rubber 496.2 283.3 6.9 6.4 

hh vear is nearly double Tobacco & Cigarette Producers 

% the average fora prior General Cigar eae net. 27.3 17.0 5.8 8.2 

a decade. Lone Star Philip Morris & Co. wn N 178.7 N170.9 N4.7 N5.9 

l- ’ ’ . *—Pre-Tax M i —_ 

. Cement’s margin, on e-Tax Margin. G—Year ended May 31. S—For 40 weeks to June 30. 

il] the other h ae of A—Year ended April 30. H—Year ended July 31. T—For 9 months to May 31. 
22 OF Cee B—For 9 months to June 30. J—For 6 months to April 30. V—For 24 weeks to June 14. 

D- 23.8% compares with d—Designates a deficit. N—Year ended March 31. X—Year ended June 30. 
an average of about E—Year ended Sept. 30 P—Year ended Feb. 28. Y—For 6 months to July 31. 

de 20% during the past F—Due to $45.7 mil deducted Q—Year ended Oct. 31. Z—Year ended Jan. 31. 

p- 10 veers. Jebonsditen - for cost of reconversion. R—Year ended Aug. 31. 
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¥y he movement of security prices thus far 
this year has presented innumerable opportunities 
for reducing an otherwise onerous tax bill and too 
much stress cannot be placed on desirability for an 
investor to analyze his capital gain and loss position 
well in advance of the year end. 

It may be to his advantage to establish losses now 
to offset previously registered gains. On the other 
hand, it may be more advantageous to switch some 
of his holdings on which he has losses to other 
securities comparable as to price, industry and pros- 
pects. Or the switching operations may achieve the 
two-fold purpose of taking advantage of the tax 
angle and at the same time improving the quality 
of one’s holdings. The course to be adopted will de- 
pend on each individual’s surtax bracket, investment 
objective and conviction as to the market’s outlook. 
The first two, of course, vary greatly. As to the 
market outlook, we refer you to the A. T. Miller 
article. We shall, therefore, confine ourselves to 
taxes and proceed on the premise that all investors 
should know how the capital gains tax may affect 
them. 

Gain or loss on a security transaction is, of course, 
the difference between the “cost basis” of the se- 
curity as measured against the proceeds from its 
sale. “Cost basis” is not always the same as the 
original cost to the investor. It may be changed 
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through a variety 
of circumstances, 
such as reorgani- 
zation, or recapi- 
talization plans, 
or the receipt of 
stock dividends 
and rights, to 
mention but a 
few. Most of these 
circumstances are 
covered by highly 
technical provi- 
sions of the tax 
law and are out- 
side the scope of 
this article. Ac- 
cordingly, we shall 
limit ourselves to 
security transac- 
tions which are 
not subject to the 
adjustment of 
original cost ba- 
sis, which fortu- 
nately covers the 
vast majority of 
transactions. 

One example of 
the adjustment of 
original cost ba- 
sis is worthy of 
mention here. 
That is the case 
of interest on de- 
faulted bonds. If 
a person buys 
bonds “flat” with 
defaulted interest 
coupons attached, 
the subsequent 
collection on the 
defaulted coupons 
is not treated, for Federal Income Tax purposes, as 
taxable income. It represents a return of capital and 
the amount collected goes to reduce the original cost 
of the bonds. The thus reduced original cost becomes 
the “adjusted cost basis” of the bonds and upon 
subsequent sale, any gain is therefore increased, 
and any loss is reduced. 

The cost of a security, generally speaking, is the 
total sum paid for the security, which includes 
brokerage comissions, and in the case of “odd lots” 
—Federal Tax. Gross proceeds from the sale of a 
security is decreased by the brokerage commission 
and Federal Tax but not the State Tax. The cost of 
State Taxes is fully deductible separately as “taxes” 
in computing your Federal Income Tax. In short, 
cost is the total sum paid for a security as per the 
brokers’ bill, while sales proceeds are the net pro- 
ceeds received plus State Taxes and not the amount 
of net proceeds as shown on your brokers’ bill cover- 
ing the transaction. Of course, the item of accrued 
interest on transactions covering bonds is eliminated 
in aarti cost as well as the net proceeds from 
a sale. 


Long-Term and Short-Term Holdings 


If security is held for six months or less, it is a 
short-term holding and the resultant gain or loss 
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thereon is short-term. 
If a security is held for more than six months, it 


is a long-term holding and the resultant gain or loss . 


thereon is long-term. 

In the case of individuals, estates and trusts, 
100% of a short-term gain or loss is taken into 
account for tax purposes, whereas only 50% of a 
long-term gain or loss is taken into account. 

It can readily be seen therefore, that the length 
of time that a security has been held is important in 
determining the amount of gains subject to tax, or 
the extent by which gains may be reduced by losses. 

Remember, therefore, that the holding period of 
a security begins on the day after its purchase and 
ends on the day of its sale. Remember, too, that it 
is the date on which the respective purchase and 
sale orders are executed and not the settlement date 
of the transactions which is the determining factor 
in computing the holding period. 

For example: A taxpayer purchases 100 shares 
U.S. Steel Corp. on March 1, 1947 (date on which 
his buy order was executed). In order for a subse- 
quent sale of the stock to result in a long-term trans- 
action, the sale must be executed no earlier than 
September 2, 1947. The six months holding period, 
in this instance, exclusive of the date of purchase, 
expires on September 1, 1947. As we have pointed 
out above, a security must be held more than six 
months in order for the sale to result in a long- 
term transaction. 

The Treasury Department’s position with respect 
to year-end transactions is somewhat at variance 
with the above. The Department holds that a “cash 
basis” taxpayer realizes a loss in the year of sale 
if the loss results from a sale executed on December 
3lst. If, on the other hand, a profit results from a 
sale executed on December 31st, such profit may 
not be included in the curent year, since the Treas- 
ury Department holds that the settlement date gov- 
erns in this instance for “cash basis’ taxpayers. 
Accordingly, if a “cash basis” taxpayer wishes to 
include a profit in his return for the current year, he 
must make certain that the sale is executed in time 
to have the settlement date on or before December 
31, 1947, or resort to a cash sale on or before Decem- 
ber 31, 1947. 


Tax on Capital Gains 


Net short-term capital gains are fully taxable as 
ordinary income at normal and surtax rates. Net 
long-term capital gains are taxable at a maximum 
effective rate of 25%. The Internal Revenue Code 
limits the tax on long-term capital gains to a maxi- 


mum rate of 50%. In other words, 50% of the long- ° 


term capital gain taken into account times the 
maximum rate of 50% thereon equals a maximum 
effective rate of 25%. If a person’s surtax bracket 
ls less than 50%, the tax is, of course, less than 
25%. In this event the tax would be 50% of long- 
term gain taken into account times the surtax 
bracket of the individual taxpayer. 

A taxpayer who has a profit on a security held 
for less than six months, which he wishes to sell, 
should consider the tax effect of the sale before con- 
summating the transaction. Even if the security is 
declining in value, the difference in prospective tax 
liability may render desirable the holding of the 
security until at least the expiration of the six 
months holding period and thus qualify it as a long- 

term holding. 
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For example: Asume a taxpayer has a surtax net 
income of $50,000 for the year 1947 and a profit of 
$10,000 on a security held for less than six months, 
but no offsetting losses. If he were to sell the se- 
curity immediately it would result in a short-term 
capital gain and be fully taxable as ordinary income 
at normal and surtax rates. Since the tax rate for 
this ‘taxpayer would be 71.25% (72% surtax plus 
3% normal tax, less 5% of the total) the tax on the 
short-term capital gain would amount to $7125, leav- 
ing a profit to the taxpayer of only $2875. If the 
security is sold after being held for more than six 
months and the profit remains at $10,000, the tax 
rate would be 25% (50% of 50% of the actual gain) 
and the tax would amount to $2500, resulting in a 
retained profit after taxes of $7500. Even though the 
delay in making the sale results in a decrease of 
the profit from $10,000 to $5,000 the long-term tax 
on the latter amount would be $1250 resulting in a 
retained profit after taxes of $3750, which is $875 
greater than the $2875 retained on the $10,000 profit 
as a short-term transaction. 

Since short-term capital losses are fully deductible 
in computing net capital gains and long-term capital 
losses are only 50% deductible, it is more advan- 
tageous to take a short-term capital loss as it re- 
quires only $1000 of these to offset $2000 of capital 
gains of the long-term variety. 

Losses of either term (long or short) may be used 
to reduce the net amounts of long or short-term 
gains. Where the losses are greater than the gains, 
they may be applied to a maximum of $1000 against 
ordinary income. Balance, if any, is “Net Capital 
Loss.” 

Net Capital Loss Carry-Over 


“Net Capital Loss” may be carried forward for 
five years to apply against (a) an unlimited amount 
of future net capital gains in such years or (b) 
ordinary income not exceeding $1000 in each of the 
five years. 

For example: Assume a taxpayer has $11,000 in 
capital losses after offsetting all his gains this year. 
He would use $1000 of this as a deduction against 
1947 net income. This would leave a carry-over of 
$10,000 in losses for 1948. If his net capital gain 
next year is $4000, he can use that amount of his 
carry-over to offset this gain, thus owing no capital 
gains tax in 1948. In addition, another $1000 of the 
carry-over could be used as an ordinary tax deduc- 
tion. This would leave a $5000 carry-over for the 
following years 1949 to 1952, to be applied similarly 
against capital gains and ordinary income, in such 
years. 

“Wash Sales” 


A loss registered on a “wash sale” is not allowed 
as a deduction. A “wash sale” occurs when the same 
stock or substantially identical stock or securities 
(such as common stock and voting trust certificates 
representing common stock) are purchased within 
30 days before or after the sale. The securities sold 
may however be immediately replaced by securities 
of other corporations. 

Observe that the “wash sale” provisions do not 
apply to sales of securities at a profit. This fact 
creates a tax saving possibility. Readers with un- 
realized long-term profits and previously registered 
losses may sell the securities on which they have a 
profit and immediately repurchase them. In addition 
to registering a capital gain which may be fully 
offset by the previously (Please turn to page 103) 
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| Hayapening aS Washington 





By E. K. T. 


CAPITAL observers are anxiously awaiting the first 
formal utterances of Rep. John Taber, confident that 
the impressions he gained in his tour of Europe will 
weigh heavily in determining the international poli- 
cies of the next session of Congress. Chairman of 
the House Appropriations Committee and leader of 
the “economy bloc” in Congress, the New York 





WASHINGTON SEES: 


Investigation of Washington lobby activities by 
the Department of Justice has imporatnt targets 
in sight. It cannot be dismissed as the simple 
formality which Attorney General Tom Clark's 
public statements clothe it in; it is not a casual 
check-up on abidance by a statute already a 
year on the books. 


The Lobbying Act is a surprisingly carefully 
prepared law when it is considered that its under- 
lying purpose was to expose special interests 
which have been embarrassingly active in expos- 
ing the interests of the men who- enacted it. It 
protects the right of petition which the Constitu- 
tion set up, merely demands the names of the 
lobbyists, those they represent, the type of ac- 
tivity, and the amounts paid for the service of 
“influencing’—in a perfectly proper sense—the 
pro and con on public questions being handled 
by Congress. 


Attempts at evasion are numerous, Congress- 
men suspect after reading filed statements. But, 
more importantly, they fail to find in the recorded 
data the names of many of the most aggressive 
and, presumably, highest paid ‘‘molders of Con- 
gressional opinion.” 


It is not likely that the penal sections of the 
statute will be used on any wholesale basis. But 
there is political dynamite in the conjecture that 
some members of Congress will be found in the 

ay, or special favor, of interests having legis- 

lative matters pending on Capitol Hill. Promi- 
nent names will hit newspaper headlines—just in 
advance of election day. 
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Republican has the federal purse strings in his 
hands at a time when dollars loom high in diplo- 
macy. Taber says he didn’t find any underfed in 
Europe—which might mean he doesn’t favor gen- 
eral aid. On the other hand he has voted for 
UNRRA, Greek-Turkish and British loan, supported 
the Bretton Woods Agreements. 


REVERSAL by National Labor Relations Board of 
General Counsel Denham’s ruling that top officials 
of CIO and AFL must disavow Communist affiliation 
if their unions wish to employ the board’s machinery 
in negotiations and disputes has given encourage- 
ment to groups favoring early amendments to the 
Taft-Hartley Law. Certain to be enacted is the 
Aiken Bill striking out the prohibition against politi- 
cal comment in union newspapers. Taft has agreed 
to that change but wants something to say about 
the text. With an election year on, bidders for the 
labor vote will fill the legislative hopper with bills, 
ranging from outright repeal to minor language 
changes. 


MOTOR TRUCK manufacturers are reportedly receiv- 
ing with mixed reactions the suggestion dropped by 
the Army transportation corps that federal and 
state governments use military type trucks for their 
peacetime needs so that they might be available for 
immediate asignment if the need arises. Idea is that. 
five years from now, 200,000 trucks of that type 


.would be in use, ready for instant mobilization. Pro- 


duction costs would be greater than for standard 
type vehicles and reimbursement for the difference, 
by the government, is suggested. It’s a “trial bal- 
loon” at this point. 


CLOSED SHOP ban evidently is here to stay, for 
many years at least, despite attempts that will be 
made by union supporters to nick it out of the Taft- 
Hartley Law. Already 20 states have adopted bills 
paralleling, or going beyond, the federal statute and, 
a survey by the U.S. Chamber of Commerce indi- 
cates, more are on the way. Some go beyond the 
federal law which bars closed shop, permits union 
shop under certain conditions—and the state laws 
in those instances proscribe both. GOP controls a 
great majority of the statehouses as well as the 
Capitol. There’s policy agreement. 
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Diplomatic circles here predict the United States 
will soon enter the real estate market, on a large scale. 
The plot mentioned in the "deal" is Greenland and the 
implications of the buy are important—not, as in the case 
of the Louisiana Purchase, for territorial expansion, or 
the Alaskan Purchase for economic gain, but for national 
defense and world peace. 





























tion of the Monroe Doctrine after World War I. The decision 
was fortunate; it smoothed the path for protective steps 
when World W loomed on the horizon. Denmark readily 
accepted the offer of protection. 














clinch the deal. Reasons for this country acquiring that 
territory are similar to those which impelled the United States to buy the Virgin Islands 
in 1917. Then, it was insurance against destruction of the Panama Canal; now it is defense 
against creation of alien air bases looking down upon the mainland. 




















Investigation of air freight rates by the Civil Aeronautics Board will be no 
casual "look see." But it may get under way too late. The rate structures set up by the 
carriers are almost as complicated as those used by the railroads and they are about to 
become further confused, complain CAB staff members, by recent permits to lower charges, 
granted three lines. The staff would like to see the permits suspended. They will not be. 














Air freighting is largely the business of loosely-knit groups or individuals, 
many of them GI's with surplus war planes and imagination. Non-scheduled carriers pre- 
dominate among the Johnny-come-lately independents. Older companies in the business 
complain their rivals are without official regulations as to maintenance and safety 
standards. They allege unfair competition, can prove their point. 























Expansion in the home building industry is knocking the props from under the 
advocates of public housing, but a new line of attack is being developed. The demonstrable 
fact that most of the houses now being built are not available within the financial 
means of would-be purchasers, will give rise to the slogan that "homes for the middle- 
class are needed," that government aid is indicated. 














Ihe FHA effort toward rental housing is taking hold, meanwhile. During this 
year, through the month of August, 100,000 homes for renters were proposed in applications 
submitted to the federal financing agency. 














And rent control is popping up again. Bi-partisan advocacy, led by Senator 
C. Douglas Buck, Delaware republican, and Senator John D. Sparkman, Alabama democrat, 
is winning adherents to the suggestion that the federal rules be continued beyond their 
Feb. 29, 1948 expiration date. 























Little prospect exists for favorable action by congress on a suggestion that 
the antitrust laws be confined to firms and individuals selling commodities, not extended 
to cover sales of services. The American Medical Association felt the Justice Depart- 
ment lash, defended on the ground no commodities are involved. The defense was rejected. 
Now the realtors, soon to go to trial for restraining competition, are planning to trot 
out the same argument, hope the litigation can be delayed until Congress takes action. 
































Wool growers are getting ready for the next session of congress and already 
have drawn the basic plan for protection of the domestic industry. A Western senator 
has prepared a bill setting up a combination of import fees and quotas aimed at cutting 
down competition from imports. 
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New studies are going forward on the Social Security System which now covers 
about 42 million workers, but doesn't extend to those in agriculture, domestics, govern- 
ment workers and self-employed. Expansion to cover them is the objective of the inquiry. 

















Recent official actions are tracing the outline of the plans which were developei 
at the series of White House meetings with leaders of both major political parties and some 
outside advisers. Not all of the decisions were announced at the close of the prelim- 
inary meetings but it is becoming apparent that the entire program to meet foreseeable 

situations, was drafted and accepted. 




















First importance obviously was placed upon fighting the spread of communism 
in Italy and France-now. No decisions seem to have been made on a drive against inflation 
and high prices at home. Politics overcast the whole problem and possible solutions. 
When party leaders can find a battle-ground in the aifference between Truman's "waste 
less" and Taft's "eat less," the political motive is obvious. 



































Crisis in the recovery plan’for Europe falls naturally into two parts. There is 
the Marshall plan proper, which now is only under study and will not be ready for formal 
discussion for at least a month—Congress is not likely to discuss it until after the 
first of the year. The emergency program is the one now receiving consideration. 

















Specific distinctions should be made between the two plans. The Marshall 
program is for the non-Red countries of Western Europe, and is to apply over a period of 
four years at a cost of about 20 billion dollars. Its initial costs would be proportion- O 
ately high, dwindle as aided countries approach self-sufficiency. 




















The emergency program calls almost exclusively for food and coal, to be delivered 
early next year. It doesn't apply to the 16 countries at which the benefits of the 
Marshall plan are pointed, but almost entirely to France, Italy and Germany. Its necessity 
springs from diverse causes, droughts, failure of the European countries to plant 


















































efficiently, harvest well, husband crops—and the "Red menace." abou 
supp. 

Even his best friends are telling Charles Luckman that he has an impossible oc 

task on hand—to bring about nationwide conservation and cooperation in dealing with buy 
the food crisis. The able head of Lever Brothers has a 26-man committee, but most of the have 
work will fall upon his shoulders and those of Chester Davis, the former dealing with a. 
the industry groups and the latter doing the Washington job. Wi 


—thi 
Luckman, Davis, et al, are commissioned to accomplish, without force of legal Our | 
controls and the incentive on the part of the public to win a war, what never was com- ng a 


pletely achieved when those controls and that incentive existed. ee 

















price 
Th 
Higher food prices for the rest of this year now seem a certainty. The tendency fincon 


of certain commodity prices to zoom on crisis news is too well known to the Department of [and | 























Agriculture to encourage any optimism there. Some experts here concerned with the food Gove 
supply for the remainder of 1947 now look for a holding back of supplies for the new tax ae 
year. If they're correct, it means shortages, high prices. econc 

Ou 


With the Supreme Court back in Washington, California is revitalizing its right fever 
against entry of any final decree in the Tidelands oil case until Congress has achance fi" h 
to look over the situation. Meanwhile, 18 cooperatives have filed claims to areas outside ie 
the three-mile limit in the Gulf of Mexico. Legislation is necessary before action can [es)_ 




































































be taken, and a draft has been prepared by the Department of Justice. in fol 
Ime ; 

A committee of three tax consultants appointed by Treasury Secretary Snyder nd a 

has set up shop here and is hard at work on a series of problems currently worrying the form 
government and many taxpayers. Included are taxation of cooperatives and other tax- Fiuid 
exempt organizations; possibility of eliminating tax differences between proprietorships, kiders 
partnerships, cooperatives, and profit corporations; double taxation of dividends. treme 
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on a Spree 





By WARD GATES 


.% good times or bad, everyone is concerned 
about money, or more specifically, with the money 
supply. The amount of money which any of us has 
or can get determines the extent to which we can 
buy goods and services. The amount which all of us 
have and use, influences not only the trend of de- 
mand but the level of prices—the buying power of 
our money. 

With the money supply at an all-time high, money 
—that is spending—has virtually gone on a spree. 
Our boom continues in full force and overall spend- 
ing as yet shows no let-down. Demand for goods con- 
tinues extremely heavy, with few exceptions; the 
price trend is still upward. 

The amount of money available, however, gives an 
incomplete picture of potential demand. Individuals 
and businessmen own billions of dollars worth of 
Government securities which, because they can be 
readily turned into money, might well be termed 
‘Near money,” a potent factor in our postwar 
economy. 

Our postwar money spree thus is supported by 
several pillars, each stronger than at any time in 
our history. First, personal holdings of money and 
‘near money” are at a record high, totalling some 
138 billion. Of this, some $20.8 billion consists of 
cash—currency outstanding; another $29.4 billion are 
in form of demand deposits—subject to use at any 
time; some $49.3 billion consist of demand deposits 
oa a total of $38.2 billion is “near money,” held in 
form of Government securities which can be con- 
erted into cash at will. This enormous amount of 


paid assets is over three times prewar and con- 
S 


‘iderably higher than any wartime figure. It adds 
tremendous strength, from the standpoint of poten- 
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Money for spending is not only available in record amounts but 
it is also being used faster. Overall spending shows no let-down. 


tial spending, to the second pillar—current income, 
likewise at an all-time high. 

Personal income has expanded to an annual rate 
of $197 billion, with disposable income, that is in- 
come after taxes, better than $170 billion. Together 
with available liquid assets, this adds up to a boom 
potential of no mean proportions. What’s more, 
money is being used faster! 

A strong motive for holding money is uncertainty 
as to the future. Many individuals, enjoying larger 
incomes than they had ever before, saved during the 
war not only because certain goods were scarce but 
chiefly because they expected lower wages and seri- 
ous unemployment after the war. The fact that these 
expectations failed to materialize is probably an 
important reason why people now are willing to use 
their money more freely, more rapidly. And the 
huge money supply, the increasing rapidity of its 
use, plus the fact that production of goods is still 
falling short of demand in many respects emphasizes 
our inflationary problem. 


More Spending — Less Saving 


Consumer spending continues at an unprecedented 
pace, currently at an annual rate of some $160 bil- 
lion which accounts for fully 70% of total national 
production. Higher prices of course have much to do 
with this huge total: and despite peak overall ‘in- 
come, consumers are spending more, and spending 
money faster, because they have made drastic cuts 
in the amounts they are saving. Thus while during 
the war, consumers saved as much as 25% out of 
their incomes—in 1944, as much as $35.6 billion— 
so far this year they have been socking away only 
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an average of about 6%, or at an annual rate of 
some $11 billion. By spending more and saving less 
of current income, consumers have been able to take 
a lot more goods off the market in spite of the very 
substantial price rise that has occurred. Reduced 
savings naturally had to be expected in the post- 
war, with greater availability of goods; but this 
trend has been further intensified by the fact that 
so far at least there has been no evidence of a seri- 
ous setback in production and employment. 


Business Spending and Exports 


It is safe to say that the current boom has been 
sparked as much by huge spending on the part of 
business, and by soaring exports, as by the stepped- 
up rate of consumers’ expenditures. Business during 
the first half of this year has been spending at an 
annual rate of some $29 billion compared with only 
$9 billion in 1945 and 1939. Additionally, foreign 
nations—largely with our aid—have spent in our 
market at an annual rate of better than $10 billion 
while our own Government’s expenditures ran at 
an annual rate of over $27 billion. 

Money indeed is on a spree, more so than perhaps 
at any time in our economic history. Moreover, con- 
sumer buying latterly has been further increasing 
with price resistance so far spotty and mainly ver- 
bal. Buying quite obviously is being spurred by 
fear of still higher prices. At the same time, con- 
sumer credit, another source of spending money, is 
headed for new postwar peaks from the level of $11 
billion currently outstanding. 

Expectations and attitudes concerning the future 
will doubtless continue to govern importantly the 
coming trend, how much money will be used, and 
how rapidly. Determined as this is by human mo- 
tivations, there is little that can be done directly in 
the way of influencing money turnover, and the 
danger is that it may continue to aggravate fluctua- 
tions in the demand for goods, that is to accentuate 
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1. Total deposits adjusted and mate outside banks. ; 
2. U. S. Covernment securities held by nonbank investors excluding 


U. S. Government agencies and trust funds. 
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our inflationary boom and ultimately make ‘for in- 
stability in our economy. Perhaps more helpful than 
any other consideration in holding down money 
turnover today would be more widespread awareness 
of the fact that money is of value to us largely be. 
cause it can be used but if we insist on using it un- 
necessarily before our economy has a chance to pro- 
duce a sufficient volume of the goods we desire, our 
money will lose some of its value as prices rise. As 
it is, not only is the recent rise in money turnover 
aggravating an inflationary situation but if and 
when a recession does set in, as it ultimately will, a 
drop in money velocity or slowing down of spending 
is apt to intensify the problem. 

We have shown how much money there is. Many 











Breakdown of Income Payments | 

by Geographic Regions | 

Total Income Payments | 

($ Million) 

1945 1946 % Change 

Continental United States $155,201 $169,373 9 fe 
New England 10,860 11,995 +10 

Connecticut 2,635 2,877 —? 7 

Maine f 847 917 +8 | 

Massachusetts 5,631 6,269 +i) | 
New Hampshire 460 543 +18 
Rhode Island 956 1,006 +5 
Vermont 331 383 +16 
Middle East 43,577 48,031 +10 
Delaware 393 430 + 9 
District of Columbia 1,607 1,736 + 8 
Maryland 2,501 2,716 + 9 
New Jersey 5,774 6,161 + 7 
New York 20,454 22,895 +12 
Pennsylvania 11,376 12,437 + 9 
West Virginia 1,472 1,656 +13 
Southeast 22,267 23,395 + 5 
Alabama 2,021 2,073 + 3 
Arkansas 1,218 1,328 + 9 
Florida 2,420 2,372 — 2 
Georgia 2,445 2,567 + 5 
Kentucky 1,957 2,163 +10 
Louisiana 1,986 1,982 (a) 
Mississippi 1,205 1,182 —2 
North Carolina 2,621 3,031 +16 
South Carolina 1,303 1,407 + 8 
Tennessee 2,443 2,535 + 4 
Virginia 2,648 2,755 + 4 
Southwest 9,370 9,714 + 4 
Arizona 594 627 + 6 
New Mexico 448 491 +10 
Oklahoma 1,801 1,848 + 3 
Texas 6,527 6,748 “+ 3 
Central 42,893 47,838 +12 
Illinois 10,695 12,019 +12 
Indiana 4,102 4,386 +7 
lowa . 2,375 3,012 +27 
Michigan 6,799 7,379 + 9 
Minnesota 2,614 3,082 +18 
Missouri 3,776 4,349 +15 
Ohio .. 9,114 9,808 + 8 
Wisconsin 3,418 3,803 +11 
Northwest . 7,692 8,439 +10 
Colorado 1,271 1,380 + 9 
Idaho . 525 588 +12 
Kansas . 1,908 1,992 + 4 
Montana 555 669 +20 
Nebraska 1,333 1,489 +12 
North Dakota 566 624 +10 
South Dakota 598 673 +13 
Utah : 649 689 +6 
Wyoming 287 335 ol 
Far ‘West 18,542 19,961 + 8 
California . 13,649 14,879 +9 
Nevada .” . 210 235 +12 
Oregon 1,631 1,729 + 6 
Washington 3,052 3,118 ied 

(a) A decline of less than five-tenths of one percent. 
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will want to know: Where is the 
money? A clear-cut answer to this 
question is somewhat more difficult. 
Theoretically at least, we all have it. 
In other words, liquid asset holdings 
are distributed among the entire 
population .but distribution is far 
from even, According to Govern- 
ment statistics, those in the higher 
income bracket hold a major portion 
with a relatively high percentage 
among businessmen and_ profes- 
sionals. Farmers, too, are exception- 
ally well heeled, as everyone knows, 
and so is skilled labor that has been 
able to accumulate a sizable nest egg 
from high wartime earnings. 
Current income remains high for 
virtually all consumer groups though 
there have been noteworthy shifts 
in income payments since the war’s 
end. Per capita income for the coun- 
try as a whole last year reached 
$1,200, more than double the $575 
average for 1940. But while in the 
Central, New England, Middle East 
and Northwest regions, individual 
incomes were 10% to 12% higher 
than in 1945, in the Far West, 
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SECOND QUARTER ANNUAL RATE 


INCOME, SPENDING AND SAVINGS 
170.0 
158.4 ® 
16.0 150.7 % 
/ 
/ 
92.0 
4 
| 
1939 | 1940 | 1941 | 1942 | /949 | /944 | /945 | 1946 /947° 
Source: FED, RES. BULLETIN 








Southeast and Southwest where the 

war effort had provided the largest income expan- 
sion, the gains in 1946 were of smaller proportions. 
The changes in income payments from 1945 to 1946 
in the various geographical regions of the country 
are shown in the accompanying tabulation. The 
shifts that occurred are bound to have a_ significant 
bearing on spending and market potentials. 


Changing Spending Pattern 


Spending since the war has been increasing 
steadily as more goods becomes available, but the 
pattern of spending of late has been changing. While 
consumers are still giving a larger slice of their 
spending money to retailers than in prewar (for 
food alone $10 billion a year more), in recent months 
they have been spreading it around more evenly 
than last year. Thus while total dollar intake of the 
nation’s food stores got even farther out of line 
than in 1946, sales of other non-durable goods have 
been dropping back towards their prewar relation- 
hip to income. At the same time, business done by 
lurable goods stores generally almost climbed back 
to the prewar sales-income ratio, with important ex- 
eptions. Automobile sales are still 50% below the 
prewar ratio—for well-known reasons, despite the 
act that dollar turnover is high. More recently, be- 
ause consumers have been paying so much for food, 
he gap between sales of non-durable goods and their 
rewar relationship to income grew larger again 
n the first six months of the year. 

Without question, the rising cost of living is alter- 
ng materially the nation’s spending habits. Cloth- 
g budgets were getting smaller as food prices left 
«ss money for this purpose, and as autos, refrigera- 
rs, washing machines and all kinds of other dur- 
ble goods for which families waited so long, have 
een pressing in. One result was the “battle of the 
lem line,” indicative of efforts to spur lagging sales 
if women’s apparel. Retail trade generally is charac- 
rized by diverse trends. Sales of “hard goods” are 
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rising, luxury items are sharply down, apparel sales 
in a mild slump but such things as hardware, house 
furnishings, building materials, paints, floor cover- 
ings, automobile accessories and major appliances 
are eagerly sought. It is in these fields where the 
best sales potentials exist. Consumer preference, or 
consumer need, here is unquestioned. But while 
consumer income is going up and is being spent 
freely, the overall volume of goods—due to higher 
prices—is getting smaller. 

Countless economic relationships are different to- 
day from what they were only a few years ago. 
Retail sales are no exception. Thus department store 
sales in recent months have shown a declining trend 
especially in terms of physical turnover and unit 
sales but as a yardstick for retail business, this 
trend calls for qualification. What’s been going on 
has been a shift in buying power to a part of the 
population that trades little at department stores, 
and a shift of purchases into lines in which such 
stores are not heavily represented. As a result, over- 
all consumer buying has been significantly more fa- 
vorable than department stores sales alone would 
indicate; their decline does not necessarily furnish 
proof of any pronounced drop in consumer demand. 
Since only 10% of total retail trade is done at de- 
partment stores, their sales by no means tell the 
whole story. Additionally, a part of the goods pro- 
duced, and for which wages and income is paid out, 
does not flow into domestic retail channels but is 
bought by business as capital goods, by individuals 
as houses, etc. Hence it is quite possible under con- 
ditions of strong demand for capital goods to main- 
tain prosperity even if retail sales do not keep pace 
with rising income. 

Though urban consumers may be pinched by high 
living costs, the farmer—not usually a department 
store customer—can spend more. Farm income is 
running at peak levels and now accounts for almost 
10% of total personal incomes, compared with only 
7% before the war. (Please turn to page 105) 
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WORLD 
CURRENCY & 
REFORM 


—A PRE-REQUISITE 
TO RECOVERY 


By V. L. 


Ws may as well start by pointing out as we 
did in the last issue that dollar loans abroad alone 
cannot restore to normal the economic health of 
inflation-ridden countries abroad. The primary es- 
sential is more prodution, more work, and a more 
complete mobilization of existing resources. Some of 
these resources, such as food, raw materials as well 
as gold and foreign exchange have been hidden away 
because of fear of still worse times ahead, or simply 
for speculation. 

To be sure, Western Europe in particular, because 
of crop failures, must get some assistance in the 
form of food and raw materials during the critical 
winter and spring months just ahead. But dollar 
loans alone will not compel the French farmer to till 
more land next spring, or to sell his wheat to the 
Government instead of feeding it to cattle. Nor will 
dollar loans force the hundred thousands of Italians 
now employed in the black market to do productive 
work in the factories and on the farms. 

Briefly what is needed in Europe and other parts 
of the world is a changed attitude toward work and 
toward saving and investment. Unless such change 
takes place—and thus far there has been little evi- 
dence of it—there is a really serious danger that the 
burden of recovery may prove too much even for 
our country. The enormous job of rebuilding Europe 
cannot be financed entirely by the U.S. Treasury. 

What is it then that prevents Europe from mo- 
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HOROTH 


bilizing her resources and from working harder? In 
our last article, we gave two answers: (1) Too much 
“noor-house” socialism that busies itself with the 
just distribution of the little that is available, rather 
than with increasing production. Too many controls 
and the heavy hand of the socialist bureaucracy 
have stifled initiative on the part of management 
as well as of labor. (2) Lack of confidence in money 
which discourages saving and investment. 


Importance of Monetary Stability 


Why is confidence in money, or to say it differ: 
ently—monetary stability—so important in getting 
out production? This is what the World Bank says 
about it in its Second Annual Report: “With con- 
fidence in his money, the laborer is more willing t 
work, the farmer more willing to sell the food he 
produces. The incentive to hoard food and othe 
products, as well as gold and foreign exchange, is 





removed. There is once more the stimulus to save 
without which the domestic investment required fo 
reconstruction is unavailable. The drain of labo 
toward the black market is eliminated; so foo i 
waste of manppower involved in the operation 6 
the barter economy which inevitably arises whe 
money system deteriorates. These results can be at 
celerated by foreign asistance, but they depend pri 


marily upon a willingness on the part of the peoples 4 


THE MAGAZINE OF WALL STREE 









sat 
of 

err 
not 
an} 
alw 
ma 
anc 
rais 
tru 


are 
tha 
the 
wee 
tim 





ler? In 
» much 
th the 
rather 
ontrols 
ucracy 
yement 
money 











the countries involved to pay 
the costs and to make the neces- 
sary sacrifices.” 


There is little to add, ex- 
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‘Marshall Plan’ Countries 
(All figures in millions of dollars) 





cept perhaps a few concrete Bose — hast ae Rp Por or Ciaett) 
} ; eserves alances ank ¢ oans redits(a redits 
—. ple psi em Amount Date Amount Date Amount Date Amount Date Amount Date Amount Date | 
=P Great Britain 2,200(e) Oct. 484 Apr. *400 Oct. 60 

and eat better today than Switzerland 1370 July 397" | 
they ever did largely because | Belgium 644—~Ci« 163 36 June | 
they do not trust the money | ers roo — Sg ee | 
they get. In France only = |i once '590(b) Sept. 210 Apr. 191 Aug. 7 June 275 
about three-fifths of the land cadets 1 he 20 2 9 208 
normally sown to wheat was Sweden 120(e) Sept. 157 “ | 
plowed last year. With the Italy 60(e) 226 105 2 
drought cutting down yields, Norway 7 july % 29 

Denmark 32 58 5 10 40 
France has only about one- iansiiers 2 10 
third of ‘her normal wheat Austria 14 
harvest. Yet the farmer Greece 20(e) 40 19 250 Aug. 46 
feeds his wheat to livestock Spain wT oie 6 

Portugal 400 52 
and the French Government Mia ie 1 | 
is powerless to persuade him Turkey 191 July 65 28 150 | 
not to do so. The reasons? o— —— — — aaa ent | 
The French farmer is dis- Grand Total 6,016 2,225 409 800 40 586 

(a)—Unutilized Surplus Property and Lend-Lease Settlement loans. (b)—Including an estimate 





satisfied with the low price 
of wheat fixed by the Gov- 
ernment, and besides he can- 


of the Monetary Fund. 
not get much for the money TOD 


=a 





| for the holdings of the Stabilization Fund. 
| the grants to Greece and Turkey. 


(c)—Unutilized amount. (d)—British loan and 


(e)—Partly Estimated. (f)—Loans of the World Bank and 





anyhow. In any case he can 

always sell meat for fabulous prices in the black 
market. On the other side of the world, the Japanese 
and the Burmese farmers have not bothered to 
raise more rice for precisely the same reason, dis- 
trust in money that buys less and less. 

The coal miners in the Ruhr and in Great Britain 
are just as reluctant to exert themselves for money 
that is losing its value. In Germany in particular, 
the miners and factory workers refuse to work full 
week because they have to spend much of their 
time scouring the neighbouring countryside for food. 


Effects of Lack of Confidence 


But the lack of confidence in money has not 
merely led to underproduction, hoarding, and to the 
disposal of goods in black markets. It has also dis- 
couraged investment in new enterprise and govern- 
ment securities. In France, Italy and many other 
European countries this attitude forced govern- 
ments to rely on inflationary borrowing from central 
banks. Seeing the decline in the internal purchasing 
power of their currencies, the people in Europe and 
in the Far East have been seeking to protect their 
capital by investing it in gold or dollars or Swiss 
francs. In France alone, the gold hidden away in 
stockings and vaults is estimated at over $3 billion; 
this would be about six times as much as the present 
gold reserve of the Bank of France. What the total 
hidden resources of gold and dollars may be is, of 
course, a mere guess. But there is reason to believe 
that the hoards may be as much as $10 billion (in- 
cluding gold and dollars hoarded in the Far East, 
and the dollars circulating in the Caribbean). If 
Western Europe and other parts of the world need- 
ing our assistance are to recover, these huge hidden 
resources must be uncovered and put to work. 

How can confidence in currency be restored, pro- 
duction encouraged and the vast reservoir of hidden 
resources mobilized? The recipe is simple: By the 
reversal of the practices that have led to monetary 
instability. The first and foremost step should be to 
put a stop to the creation of excess purchasing 
power by inflationary (Please turn to page 103) 
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Volume of Purchasing Power, Industrial 
| Production and Wholesale Prices 


























Available Means Volume 
| of Payment Purch. Industrial Wholesale 
Dec. '38 Jan. 47 Power Production(a) Price(a) 
| (in billions of 1938=100 1938=100 1938=100 
| nat’l currency) 
| United States 
Circulation 7 28 
C.B. deposits 417 Ua a ee aed a aeat 
Total 48 145 302 219 118 
Great Britain 
Circulation -51 1.40 
C.B. deposits 2.25 5.66 ee = et: aes 
| 2.76 7.06 256 135(h) 188 
| France | 
Circulation 111 07 
C.B. deposits 34 304(c) " apne ee | 
145 1,111 766 95 904 } 
Italy 
Circulation 24(b) 558 
C.B. deposits 26(b) 402 | 
50 960 1,920 75 5,310 
Argentina 
| Circulation 1.1 4.4 
| €.B. deposits 3.8 10.8 Ei: oe — al oa 
4.9 15.2 310 160(i) 235 
| Brazil 
| Circulation 4.8 20.3 | 
| €.B. deposits 11.7. _52.2(d) aie a awiPtes S 
| 16.5 72.5 439 200(i) 420(g) | 
| Belgium | 
Circulation 28.0(b) 75.4 
| €.B. deposits _12.7(b) 56.3(e) —— 
| 40.7 131.7 323 1 | 
| Canada ; 
| Circulation 21 1.02 | 
| C.B. deposits 2.50 — 6.19 a a | 
| 2.71 7.21 266 171 162 
| Japan 
Circulation 3 136 
| C.B. deposits 15 437 ba Daan 
18 267 1,483 23 | 
Sweden 
Circulation ¥.4 2.6 | 
C.B. deposits 4.3 im | 
5.4 9.9 183 112 180 
Turkey 
Circulation .19 -93 
C.B. deposits .29 -70(c) 
48 1.64 342 420 
Chile | 
Circulation 8 3.8 . 
G.B. deposits 1.9 6.7(#) 
2.7 10.5 389 165 296() 
(a)—As of June 1947. (b)—1939 base. (c)—Mar. '47. (e)—Partly 
estimated. (#)—May °47. (g)—Retail price index May '47. (h)—White 
Paper estimate. (i)—Estimated on the basis of industrial employment. 
NOTE—Commercial Bank deposits cover all banks except: 
Belgium: three com. banks only; Brazil: including the Bank of Brazil; 
Canada: 10 chartered banks; France: four principal banks only; 
Great Britain: 11 London clearing banks. 




















79 

















American textiles may be harder fo sell abroad 





A smaller foreign market for moving pictures is indicated 


Industries Most Vulnerable 
....to Export Decline.... 





By JOHN DANA 


orem exports 


in the future, as they 
have done in the most 
recent past, are 
bound to run at a 
rate measurably be- 
low the peak figures 
registered earlier this 
year, regardless of 
any export -stimulat- 
ing measures currently proposed and likely to be- 
come effective before long. This doesn’t mean that 
exports will shrink back to prewar levels, far from 
it! They will continue at a rate anywhere from twice 
to three times prewar average but barring unex- 
pected and unusual conditions, they will hardly 
again roar along at an annual clip of some $18 billion 
as they did before a sharp contraction set in last 
June. That this will ultimately have an important 
bearing on many of our industries and corporations 
active in the foreign trade field, goes without say- 
ing. The writer in this article is attempting to assay 
such ultimate effects, where they will be felt most, 
where least, and the repercussions one must reason- 
ably anticipate in the wake of decisive shifts of this 
nature. 

Adoption of a Marshall plan along lines currently 
envisaged will no more than minimize the trend 
towards lower exports. For even if Government- 
sponsored shipments abroad should once more spurt 
under such an impetus, that stimulus will almost 
certainly be offset by a continuing decline in volume 
of commercial exports as dollar balances run out 





abroad and dollar exchange must be earned again 
the hard way. No politically feasible program to aid 
Europe alone can prevent a considerable drop in 
American exports simply because the dollar short- 
age extends beyond Europe, and overtures of exten- 
sion of relief to Latin America have been politely 
rebuffed by Washington. This is an important point 
to remember, for exports to Latin America—now 
subject to severe restrictions—were a significant 
factor in our postwar export boom. 


Further Drop in Exports 


A $2.5 billion decline in exports foreseen for the 
second half of 1947 is expected.to occur despite an 
outlay of $4.3 billion for “international affairs and 
finance” carried in the revised Federal budget for 
the fiscal year 1948. The Marshall Plan envisages 
additional payments of perhaps $3 billion to $5 bil- 
lion a year in Europe over a certain period. If nearby 
aid under the Marshall Plan or under some stop-gap 
arrangement is sufficiently assured—as it well may 
be—then the export decline this year may be less. 
Europeans might then permit their dollar balances 
to fall to levels which would be considered danger- 
ously low in the absence of some foreign aid plan; 
recent British official statements definitely point in 
this direction. 

- Much publicity has been given to British efforts 
to reduce the volume of their imports from this 
country following the unexpectedly rapid exhaus- 
tion of their $3.75 billion U.S. credit. Cuts in imports 
-of tobacco, motion pictures, petroleum products and 
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i alge ls ade pee Which Industry Groups Are Being Hit by Foreign Trade Decline? 
eggs and milk, fresh meat and (Amounts in millions of dollars) 

cheese have been planned and put ____U. S. EXPORTS _ 

into effect, in most cases, despite ‘Monthly Averge 1947 May-July 1947 Change | 
resentment of American suppliers. Groups 1939 1946 May June July In Dollars Per Cent | 
Other European countries were Crude Materials ... . $44.0 $118.0 $143.4 $1528 $955 —$479 —33.4% 
forced to restrict their American Crude Foodstuffs 9.2 54.0 80.0 56.8 62.0 — 18.0 —22.5 
imports. Perhaps less well-known Mfd. Foodstuffs... 16.9 127.0 144.5 1374 1215 —23.0 —I59 

is that since early May, such Semi-manufactures ...... 51.3 74.7 171.3 «159.4 151.3 —200 —I17 
countries as Argentina, Brazil, | Finished Manufactures. 138.9° 418.2 869.2 721.8 7089 —l603 —I84 
Chile; Colombia, Ecuador, Mexico, Total een 260.3 791.9 1,408.4 1,228.2 1,139.2 —269.2 —I9.1 | 























Peru and Uruguay have all moved 
to reduce their imports from the 
United States. 
_ The extent of the export decline since May, and 
ow this decline has affected the broad commodity 
ups, is illustrated in the appended tabulation. 
*Percentagewise, crude materials declined most, but 
point of dollar volume, finished manufactures led 
with a drop of $160 million between May and July. 
More than half of the shrinkage in overseas sales 
whas been concentrated in this group. Specific goods 
“Affected cover a wide range, from trucks and buses 
to industrial machinery and such items as rayon, 
fylon and other synthetic textiles, rubber products 
hand cotton manufactures. In the crude materials 
‘groups, raw cotton was a big loser. 
~ For at least the remainder of the year, falling 
‘exports are expected to serve as an anti-inflationary 
element, a brake on rising prices particularly in the 
durable goods industries, but also perhaps in other 
fields except food. Many shortages—aggravated by 
‘former heavy exports—may be relieved somewhat. 
There may even be some downward pressure on tex- 
tile and clothing prices although this is less likely 
in view of the pressing nature of foreign demand 
for necessities. 

More disruptive effects, however, would be bound 
to become apparent later, probably before mid-1948 
unless effective steps are taken by implementing 
the Marshall approach, something that appears al- 
most inevitable, and at least highly likely. Even 
stop-gap aid as currently envisaged will go far 
towards mitigating such adverse potentials. More 
important, however, and for the still longer run 
when the volume of our overseas shipments must 
decline substantially in any case, will be the adverse 
effect of the dollar shortage on the prospect for 
international trade as a whole, unless effective reme- 
dies can be applied. 

From all the foregoing, it is amply evident that 
the bloom has come off our foreign business in many 
ways. It is no longer possible for an American man- 
ufacturer to sell abroad, anything, at any price. A 
shift in emphasis is taking place that is, increas- 
ingly, making for a highly selective trend, a trend 
that will be further stressed under the proposed 
foreign aid program. Even now luxury goods go 
begging while food, fuel and certain raw materials 
continue to flow out of the country in immense 
quantities. Manufactured consumer goods are in- 
creasingly difficult to sell abroad because of the 
formidable restrictions erected against their entry. 
Textiles no longer sell the way they did. Neither do 
radios, costume jewelry, fountain pens, cosmetics, 
nylon stockings, even cotton goods, tobacco, auto- 
mobiles and refrigerators; razor blades, zippers and 
toys. Of course some types of goods no longer sought 
eagerly abroad will for some time at least find a 
fairly ready market at home, thus dwindling exports 
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will hardly have any adverse repercussions on earn- 
ings prospects of companies affected. This is par- 
ticularly true of certain durable goods including 
automobiles, refrigerators and other types. It cer- 
tainly is true of capital goods such as freight cars, 
farm machinery, etc., where domestic shortages are 
severe. 

The sixteen nations represented at the Paris Con- 
ference have recently submitted their “bill,” that is 
a detailed list of requests made within the frame- 
work of a Marshall Plan. A breakdown of these re- 
quests, as officially tabulated and shown below, gives 
the American business man for the first time a 
rough idea what the Marshall plan may mean to 
him. While the figures presented are subject to con- 
siderable scaling down, if only because such exten- 
sive requests can hardly be squeezed into our already 
severely strained productive system, they do show 
exactly where greatest export emphasis will be, 
where de-emphasis in form of export restrictions 
will have to be reckoned with. 

Quite obviously, most types of producers goods 
will continue to boom for a long time under a Mar- 
shall Plan, for these are the goods for which need 
abroad is greatest and most urgent next to food and 
fuel which of course take first place on the list. (See 
table.) The bulk of the financial aid under a Mar- 
shall Plan will be used for the latter. For capital 
goods, to the extent that they cannot be obtained 
from us under the proposed aid program, foreign 
countries will be willing to spend their remaining 
dollar balances and to that (Please turn to page 101) 




































































| Breakdown of the Goods Which Europe Wants 
| from the U. S. Under a Marshall Plan 
| 1948 1948-51 | 
| ae ($ million) sy 
| Food, Feed and Fertilizer _.. $1,500 $5,400 
| Petroleum Products eee (( 2,200_ 
Iron and Steel Products _ ?20 E70 
Farm Machinery = 370_ 1,100 | 
Coal and Other Solid Fuels 340 700. | 
Inland Transportation Equipment... 200 490 | 
Petroleum Equipment __ 1 ss SSCS 
Electrical Equipment 150) SO | 
Steel Plants . 100 400° 
Ui ae ear Oe 400 | 
Mining Machinery 0 80 220 | 
Timber Equipment 10 30 
Miscellaneous* _.. 2,150 7,200 | 
| 
Total . $6,050 $20,395 | 
*—Includes such items as cotton, wool, woodpulp, hides, leather, | 
non-ferrous metals and miscellaneous machinery. | 




















Investment Audit of 





CITIES SERVICE 


By GEORGE 


i * fact that Cities Service Company’s 
star of destiny has swerved from the path originally 
charted for it by Mr. Henry L. Doherty, its founder, 
may be traced to decisions of a New Dealish Con- 
gress a dozen years ago. In the reform wave of the 
1930’s, legislation was enacted which was destined 
years later to transform this one-time gigantic pub- 
lic utility holding company into an up and coming, 
fully integrated oil concern. 

The series of complicated maneuvers by which 
the divestment program ordered by the Securities 
& Exchange Commission in 1944 has been accom- 
plished need not be reviewed in detail here. Suffice 
it to say, that it now has been almost completed 
and all but two of the dozens of operating electric 
properties laboriously assembled in the hurly. burly 
consolidation scramble of the 1920’s have been dis- 
persed again. The two major units still controlled, 
Toledo Edison and Ohio Public Service, are to be 
cast adrift as soon as favorable conditions permit. 
Then management will be free to devote its entire 
attention to development of its rich petroleum and 
natural gas resources and to improve its competitive 
position in the oil industry. 

Substantial progress already has been made in 
simplifying the capital structure and in strengthen- 
ing the financial position, but more remains to be 
done before stockholders may expect to participate 
more fully in the encouraging earnings improvement 
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L. MERTON 


made possible by retirement of preferred stock 
claims. On basis of official estimates prepared in 
connection with the capital adjustment this year, 
the company anticipates earnings of about $6.50 to 
$7.50 a share, and in view of the promising outlook 
for the industry these forecasts seem conservative. 
Apparently management feels that a large propor- 
tion of profits should be plowed back into the busi- 
ness, however, and this attitude seems to point to 
limitations on dividend distributions, at least for the 
time being. 


Dynamic Changes 


In view of the dynamic changes that have taken 
place in recent months and the promising outlook 
for future growth, Cities Service deserves a closer 
examination. Progress achieved in getting its house 
in order has been obscured by uncertainties ove! 
the final outcome of negotiations and litigation in 
connection with the divestment program. Proceed: 
of sales of properties have been devoted to strength- 
ening the company’s financial position and to mod: 
ernizing equipment in the oil division. A capital 
simplification plan recently adopted has eliminated 
large amounts of preferred stock and dividend ac. 
cumulations, and has lowered interest charges. Addi- 
tional debt retirement is contemplated as quickly 
as funds can be obtained through disposal of remain- 
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‘ing electric properties now numbering only two. 


~ Meantime, exceptional prosperity in the oil indus- 
try has provided a basis for earnings improvement 
with which to fatten common stockholders’ equity. 
The groundwork seems to have been laid for recoup- 
ing some of the losses experienced by those who 
have weathered the storms of the past decade which 





saw a “reverse split” that involved issuance of one . 


common. share for each ten held. 

In the recovery in Cities Service shares in recent 
months, the market has been taking into considera- 
tion financial progress that has taken place in the 
last ten to fifteen years. While preferred holders 
went without dividends, funds were devoted to debt 


‘retirement and to capital outlays to expand proper- 
ties. Indebtedness and preferred stock claims to the 


extent of more than $200 million have been elimi- 
nated, working capital has been enlarged by $170 
million, and capital outlays totaling in excess of $400 
million have been completed—all benefits which now 
accrue to holders of the junior stock. 

Before appraising recent operations and the near 
term outlook, it may be well briefly to review the 
major changes in capitalization recently made. A 
new issue of about $115 million 30-year 3 percent 
sinking fund debentures was offered in exchange for 
eutstanding preferred stock plus arrears. The senior 
stock was taken at its call price—presumably be- 


‘cause the company is not being dissolved. Approxi- 


mately $40.6 million of debenture 5s due in 1950 
were called for redemption in July, while the remain- 
ing $59.9 million 5s of 1958 to 1969 are to be re- 
tired with proceeds of sales of other utility assets. 


New Capitalization 


Giving effect to the adjustment, the pro-forma 
statement shows outstanding indebtedness of about 
$461 million, of which about $285.9 million repre- 
sents obligations of subsidiaries. Preferred stock of 
subsidiaries is outstanding in the amount of about 
$49 million and minority interests are given a stated 
value of about $30 million. Common shares out- 
standing number 3.7 million. By contrast with capi- 
talization prior to the change, 














| 
Cities Service Company 
As of December 31, 

| 1940 1946 Change 

| ASSETS (000 omitted) 

|Cash $ 63,248 $169,551 +$106,303 
| Marketable securities oes 352 6,063 + 5,711 
| Receivables, net . 26,624 24,107 — 2,517 
| Inventories 33,811 57,185 + 23,374 
| TOTAL CURRENT ASSETS 124,035 256,906 + 132,871 
Plant and equipment 910,856 841,678 — 69,178 
| Less depreciation .. 220,406 296,453 + 76,047 
| Net property . 690,450 545,225 — 145,225 
| Other assets 32,895 57,140 + 24,245 
| TOTAL ASSETS $847,380 $859,271 +$ 11,891 
| LIABILITIES 

Notes payable _$ 11,279 $$ 16,655 +$ 5,376 
Accounts payable and accruals 28,016 49,644 + 21,628 
Reserve for Federal income taxes 6,857 13,139 + 6,282 
Customers deposits 4,060 4,363 = 303 
TOTAL CURRENT LIABILITIES 50,212 83,801 + 33,589 
Deferred liabilities : 7,364 4,930 — 2,434 
Subsidiary Pfd. Stock not owned... 103,646 49,100 — 54,546 
Minority interest 24,161 30,585 + 6,424 
Long term debt 482,347 390,113 — 92,234 
Reserves 37,779 33,450 — 4,329 
|Ca pital 96,035 95,710 — 325 
| Surplus oe sacs 171,582 + 125,746 
| TOTAL LIABILITIES $847,380 $859,271 +$ 11,891 
WORKING CAPITAL ...... $ 73,823 $173,105 +$ 99,282 
CURRENT RATIO 2.5 3.1 + 06 
Book Value per Share $ 13.99 $ 46.91 +$ 32.92 




















O11 & Gas Holding Co.” 


ditional petroleum facilities have been acquired — 
notably the modern refinery at Lake Charles, Louisi- 
ana, of which more will be said later. The stage has 
been set for holders of the common to participate 
in the present favorable earnings that otherwise 
would have been reserved for settlement of pre- 
ferred dividend accumulations. 

Management still has much to do to improve prop- 
erties and to strengthen the company’s financial 
structure, but contemplated measures can be carried 
out more effectively now that the integration pro- 
gram has been virtually completed. The company 
needs to develop large additional crude oil production 
to balance refining capacity. In recent years refinery 





CITIES SERVICE CORP. 





indebtedness has been in- Ta — 
creased about $75 million, but a as 
more than $115 million in pre- cal 


ferred stock (at the redemp- —| 
tion price) and dividend ar- 





rears have been eliminated, a 
net gain for common stock- 





Funded Debt: Subsid. $288,616, 440 
Parent 135,489,128 





holders of $35 million. 

From the standpoint of the 
holder of common shares, 
what is the effect of the 
changes accomplished this 








Subs Stock & Arrears $60,744,459 
Shs. $6 Pid: 560,620 no par 

+ Shs. $6 BB Pref: 17,700 no par 

- Shs. 60¢ B Pref: 86,000 no par 
Shs. Common: 3,703,493 $10 par 





year? In the first place, the 
vicissitudes of the utility busi- 
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hess in an inflationary cycle 
have been avoided — or will 
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have been segregated. Second, 
capital has been simplified to 
the extent that financial prog- 
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common dividends. Third, ad- 
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System Operating and Property Statistics for 1946 
OIL AND REFINERIES: 
Company net crude oil prod. (inc. royalties) barrels... 26,318,000 
0S Oe Con Rea SEL Ogee ee eae 7,679 
Miles of wholly-owned oil pipe lines a 1,597 
Daily refining capacity barrels of crude oll)... 196,000 
Oil storage capacity (barrels) edie 26,954,124 
Crude oil processed (barrels) .. 57,613,000 
Sales of refined products (gallons) 3,028,791 ,842 
CRUDE OIL TRANSPORTED (barrels): 
Subsidiary pipe lines 41,041,000 
Affiliated pipe lines 117,505,000 
*Cities Service tankers 7,844,000 
Number of tank cars owned and leased 1,681 
Marine equipment capacity barrels) 723,500 
MANUFACTURED AND NATURAL GAS: 
Sales in M cubic feet 279,935,000 
Number of customers 590,169 
Number of gas wells owned 2,209 | 
Miles of natural gas mains owned 15,743 | 
Casinghead gasoline produced (gallons) 148,876,000 
Population served 2,700,000 | 
Estimated Crude Oil Reserves (million barrels) 350 
Estimated Crude Oil Reserves per Share (barrels)... 95 | 
*—Includes Refined Products. | 














runs have almost doubled while net crude output has 
remained stationary at about the level of ten years 
ago. This situation places the company, at a disad- 
vantage with its large competitors, many of which 
produce a high percentage of refinery requirements. 
Cities Service has production for only about 45 per- 
cent of its refinery capacity. 

Moreover, working capital appears to be some- 
what inadequate for a growing oil concern. Many 
of the stronger representatives of the industry have 
working capital equaling if not exceeding funded 
debt. Hence, Cities Service management may be ex- 
pected to take steps not only to reduce indebtedness 
but to enlarge working capital as well.. 

Now for a closer look at Cities Service Company’s 
oil properties and growth potentialities. Records in- 
dicate the company held leases covering about 4 mil- 
lion acres’ of oil and gas lands in the Southwest at 
the end of last year. Crude oil reserves are esti- 
mated around 350 million barrels and natural gas 
_reserves are said to amount to more than 10 trillion 
cubic feet, representing 5% or more of the proven 
natural gas reserves in this company. A comprehen- 
sive pipe line system is owned for-gathering and 
transporting crude oil to refineries as well as for 
servicing other users. 

Basis for anticipating further growth is found in 


the fact that earnings potentialities of the petroleum 
division have not been fully developed in the past, 
Detailed figures of the projected earnings for this 
year indicate that 68 percent of this year’s revenues 
are expected to be derived from petroleum opera- 
tions. If utility operations were excluded, the oil 
business apparently would be nearer 80 percent of 
the total. Yet only about 39 percent of the system’s 
earnings power seems likely to be contributed by oil 
production and refining. On the other hand, natural 
gas operations which account for about 18 percent of 
revenues seem capable -of contributing almost 25 
percent of earning power. 

One obvious reason for the unimpressive showing 
in profits from refining is the fact that amortization 
charges on the large Lake Charles refinery have been 
exceptionally heavy. The schedule calls for sharp 
reductions in charges in the future so that improve. 
ment in earnings power at this plant may be extraor- 
dinarily favorable in coming years. The Lake Charles 
refinery is regarded as one of the most efficient in 
the country. It was constructed at a cost of more 
than $75 million to meet urgent wartime gasoline 
requirements. Although its current value is esti- 
mated at about $55 million, it is generally agreed 
that reproduction cost under today’s conditions prob- 
ably would exceed $100 million. Accordingly, this 
property is regarded as one of the company’s most 
valuable fixed assets. Natural gas operations, which 
have contributed to earnings, also seem susceptible 
of expansion. This division produces and transports 
gas to companies serving communities in Missouri, 
Kansas and Oklahoma. The two subsidiary com- 
panies engaged in gas operations are estimated to 
have a value of slightly less than $100 million. 


Investment in Natural Gas 


In addition to these directly controlled units, Cities 
Service has a dominating position in Arkansas Natu- 
ral Gas. Besides more than 800,000 shares of pre 
ferred stock, Cities Service owns 75 percent of the 
common shares and almost 25 percent of the Class 
“A” shares. This investment is estimated to be 
worth approximately $25 million. In time, subsidi- 
aries of Arkansas Natural Gas except. those not in 
the natural gas business may be consolidated with 
the parent company. It is too early yet to say what 
arrangement might be worked out but there seems 
to be an opportunity for Cities Service to obtain 
a larger return on its investment than now is avail- 
able through dividends on the preferred stock which 
comes to slightly more than $500,00 annually. 

(Please turn to page 105) 

























































































Operating Record — As Reported | 

(000 omitted) | 

7h ee 1937 1938 =—«1939's'i«‘a940S*t*té‘iC:*i«‘iH:SSCS*«i 1944 1945 1946 
Gross Revenves . $241,256 $215,336 $220, 0,370 $238, 690 $260,947 $255,622 $273,403 $331,383 $358,482 $333,175 
Depreciation and Depletion_.____ 28,580 25,936 28,650 28,995 30,333 30,125 «30,216 +~«39,075 +~—=«52,038 «35,480. 
Opercting lecome _. 43,904 29,244 31,425 34,137 «37,838 ~-<35,921 «35,703 ”~-«36,285 35,123 44,600 
Operating Margin ____. 18.2% 135% 142% 143% 145% 14.1% 13.1% 10.9% 9.8% 13.4%, 
Available for Fixed Charges .$ 46,718 $ 36,422 $ 36,901 $ 38,737 $ 43,640 $ 41,447 $ 42,342 $ 40,136 $ 36,983 $ 47,194 
Fixed Charges . uu. 32,949 32,079 30,372 28,832 28,247 24,125 21 680 20,901 20,281 18,269) 
Net Income 9,615 5814 6588 — 9,928 14,283 1611317558 17,874 15,060 27,253) 
| Net per Share. unG 102 $ 23 $ 68 $ 1.72 $ 290 $ 340 $ 3.79 $ 3.88 $ 3.12 $ 641, 
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Diversification 


and .... 


Stability 


By RICHARD COLSTON 


SS ia months ago, the Magazine of Wall 
Street published an article entitled “What’s In A 
Name,” calling attention to many concerns where 
diversification policies had brought many non- 
related enterprises into the corporate family. Going 
a step further, we now discuss special situations 
where corporate investments in shares of another 
company permit interesting comparisons of their 
relative share values. Upon examination, it may 
appear that an indirect investment through the 
“Parent Company” shares is more advantageous 
than a direct purchase of the secondary stock, based 
upon price considerations in the main. 


Outside Investments 


Corporate holdings such as we have in mind do 
not constitute interests in subsidiaries or necessarily 
even affiliates; rather they classify as ordinary in- 
vestments. Expediency or a desire to employ surplus 
funds often leads corporate managements to acquire 
shares of the kind under discussion, quite aside.from 
any consideration of control. The breadth of our 
subject also permits inclusion of certain types of 
holding companies, the price of whose shares fre- 
quently is out of line with the value of their port- 
folios. 

Besides revealing opportunities for constructive 
selectivity between the shares of a given concern 
and those of its corporate holder, our study in some 
instances may give support to the investment merits 
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of the latter because of en- 
hanced earnings potentials, di- 
versification and _ stability. 
Many investors do not realize 
how importantly a company’s 
portfolio holdings may supple- 
ment results from its normal 
activities. Unless this factor is 
clearly understood, entirely too 
much weight is likely to be 
placed upon the class of enter- 
prise suggested by the corpo- 
rate title. But even where em- 
phasis on the status of the 
“parent” is fully justified, the 
price of its shares sometimes 
much undervalues the merit of 
its investments. In cases of this 
sort, it often happens that an 
alert investor can indirectly 
buy these same securities at a 
substantial*discount from their 
current price. 

To assist our readers towards 
a clearer understanding of this 
subject, we append a table list- 
ing 27 concerns, some operat- 
ing and a few holding com- 
panies, who hold sizable stock 
investments in other corpora- 
tions. In statistical form, we 
show the relative prices of the 
“Parent” shares and those of 
others it holds, the net value 
of the former after allowing 
for the latter, the number of 
shares held, and the number 
and market value percentages 
of the two. Study of these com- 
parisons will disclose some in- 
teresting relationships of which the reader may 
have been unaware. 


Importance of Fundamentals 


To apply this information constructively, though, 
it is necessary to probe deeply into the fundamentals 
of both the owning company and its investments. 
Within the space at our disposal, it is not practical 
for us to discuss the numerous concerns under re- 
view with more than very casual comments. Hence 
our remarks will be confined to a brief explanation 
of the various situations, with the aspect of relative 
share prices a major consideration. 

Let’s asume that the reader is considering a pur- 
case of either the parent company shares or the 
“secondary” issues, and has acquired considerable 
knowledge of their basic merits. Our task is to assist 
in determining the relative price merits as revealed 
by the statistics, bolstered by a few. supplementary 
comments. 

Suppose an investor were considering a purchase 
of U.S. Industrial Chemical shares, currently selling 
around 42. As it happens, Air Reduction owns ap- 
proximately 123,000 shares of this issue, along with 
28,571 shares of Vanadium Corporation. The total 
value of these holdings equal 21% points of the cur- 
rent price of Air Reduction’s shares, or 714%. This 
percentage is not large, but serves theoretically to 
reduce the price of the parent company’s stock to 
25%. Waiving consideration of Vanadium, a poor 
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earner in recent years, the investment in U.S. Indus- 
trial is bringing indicated dividends of about $4 per 
share. This latter concern, however, has paid divi- 
dends regularly only since 1941, whereas the record 
of Air Reduction extends back to 1917. Though both 
concerns are financially strong and enjoy favorable 
potentials, the investor might conclude that, every- 
thing considered, the Air Reduction stock seems the 
better choice, as he still would acquire an indirect 
investment in U.S. Industrial Chemical. 

Glancing towards the bottem of our list, it will be 
seen that U.S. Industrial Chemical, in turn, owns 
an interest in another concern. Ownership of 141,000 
shares of National Distillers, currently worth 
around $3 million, provides substantial diversifica- 
tion. This investment accounts for 1434% of the 
current market value accorded to the parent com- 
pany shares. Now the question looms as to whether 


an indirect investment in National Distillers, 
through U.S. Industrial Chemical, would prove more 
satisfactory than a direct purchase. If the confidence 
in the business of the owning company over the 
long term were a transcendent factor, the adjusted 
price of its shares to 3534, from their current level 
of 42 might lend added appeal, against a relative 
price of 22 for National Distillers. This again is 
something the reader must decide for himself. On 
a basis of diversification, it is interesting to note 
that directly or indirectly, Air Reduction receives 
income from both of these concerns. 


Another Interesting Example 


American Metal Company Ltd., though chiefly en- 
gaged in the refining of copper and other metals, in 
some years derives about = ( Please turn to page 106) 











































































































“ Indirect Investments in Common Stocks 
Recent Market Price Ownership in Other Companies 
After Shares Recent 
Number of Deducting Owned Price per % of Market Value 
Common Value of Number of per Shareof of ‘ParentCo.” 
Shares As “Owned” hares “ParentCo." Owned Stock Covered by 
Outstanding Quoted Stocks* Company Held Company Share Steck This Ownership 
2,736,856 $28 $25% Air Reduction 122,907 U. S. Industrial Chemical .045 $42 ) A, 
28,571 Vanadium Corp. of Amer. 01 18 § 
2,214,099 190 175!/, Allied Chemical & Dye 144,900 U. S. Steel .066 73 
270,000 Air Reduction 122 28 7%, 
208,309 Owens-Illinois Glass 094 71 
250,000 34 273% American Distilling 184,702 Moxie Co. “B” a), 74 9 19!/2 
410,000 38 33% American-Hawaiian S.S. 86,070 Eastern S.S. Lines 21 22 121, 
1,005,542 23 16% American (Mach. & Fdry. 405,000 Intl. Cigar Machinery 404 15 26\/2 
1,224,585 29 i American Metal Co., Ltd. 5,352,735 Rhodesian Selection Trust 4.37 2) 62 
1,630,149 Roan Antelope 1.33 74 
823,427 51 6 Atlantic Coast Line R.R. 823,427 Louisville & Nashville R.R. 1.0 45 88!/, 
1,875,299 17 11% Baldwin Locomotive Wks. 382,920 Midvale Co. .204 a 33 
147,800 General Steel Castings .079 10 
13,400,000 12 3 Canadian Pacific Rwy. 1,682,723 Consol. Mining & Smelting 126 72 75 
433,444 14 5%, Checker Cab Mfg. 445,787 Parmelee Transp. Co. 1.03 8 59 
1,946,668 20 17!/, Dome Mines, Ltd. 599,993 Sigma Mines 308 12!/, 
11,121,962 190 137 DuPont E. |.) 10,000,000 General Motors 9 59 28 
572,132 4 (b) Eastern States Corp. 1,000,000 _St. Regis Paper 1.75 Wl (b) 
857,400 32 2454 Ely '& Walker Dry Goods 177,450 Pacific Mills .204 36 23 
601,087 17 14!/ Genl. Precision Equipment 60,400 Twentieth Centnry-Fox 10 25 143, 
9,076,202 69 61% Gulf Oil 1,296,100 Texas Gulf Sulfur 143 55 11", 
1,000,000 ll 4, Hecla Mining 1,264,500 Polaris Mining 1.264 5 55\/2 
1,181,895 21 18 Heyden Chemical 100,000 American Potash & Chem. ‘B" .085 35 14)/, 
500,000 18 16%, Holly Sugar 90,500 Holly Oil 181 7 7 
1,347,145 48 (c) Mission Corp. 1,345,593 Tide Water Associated Oil 1.0 21 (c) 
582,657 Skelly Oil 43 86 
13,167,754 18 7 Pennsylvania R.R. 2,397,284 Norfolk & West. (common) 182 60 61 
5,170,714 I 9%, St. Regis Paper 698,529 Taggart Corp. 135 10 11 
15,284,830 39 25% Standard Oil of Indiana 1,651,077 Standard Oil of N. J. 18 74 34 
27,333,742 74 33'/, Standard Oil of N. J. 13,300,000 Humble Oil & Refining .478 68 \ 55 
18,897,127 Imperial Oil, Ltd. 693 12 
499,241 42 35% U.S. Industrial Chemical 141,000 National Distillers .283 22 143, 
695,923 43 35'/g U.S. Pipe & Foundry 272,500 Sloss-Sheffield Steel & lron .392 20 16!/, 
9,703,608 47 30%, Woolworth (F. W.) Co. 15,810,000 Woolworth, Ltd. 1.63 10 34!/, 
*—Figures only cover stocks shown in this tabulation; in some cases, many other Valuable Stocks are held. 
(a)—Assuming conversion of Moxie Preferred holdings into common “B" stock. 
(b)—Value of the holdings of St. Regis Paper Co. per share of Eastern States Corp. is equal to $19.25, thus it is $15!/4 above the market price 
of Eastern States. 
(c)—Value of the holdings of Skelly Oil and Tide Water Associated Oil per share of ‘Mission Corp. is equal to $58; thus it is $10 above the 
market price of Mission Corp. 
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1948 Outlook for 
CEMENT COMPANIES 


> By H. S. COFFIN 


Wien construction activity enjoying a vigorous 
spurt that bids well to lead into a sustained period 
of active operations, prospects of the cement indus- 
try look particularly promising. Cement, one of the 
principal building materials, should be in heavy de- 
mand for a considerable period as long-deferred 
construction insures large business for at least some 
years. By the same token, indicated peak operations, 
in view of the leverage inherent in large plant over- 
head, should spell excellent and well-maintained 
earnings for leading producers, discussed individu- 
ally in the following pages. 

Normally, industrial and road building takes by 
far the largest share of cement output, thus overall 
sales reflect cyclical swings particularly of construc- 
tion activity of the non-residential type. In the more 
immediate future, the cyclical factor is likely to be 
less important, however. Government restrictions 
on‘all types of non-residential building have been 
removed and activity of this kind promises to be 
heavy, supported by revival of public construction 
which may become an important stabilizing factor 
should other building activity begin to lag. 

Since VJ-Day, construction of new homes and fac- 
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tories, rather than pub- 
lic works, has greatly stimu- 
lated cement demand while 
extensive plans for new-high- 
ways, dams, schools and 
other public works projects 
were deliberately left more 
or less in the blue print 
stage. Despite high building 
costs which now seem to act 
as less of a deterrent than a 
few months ago, new con- 
struction during the first 
eight months of this year 
amounted to $7.72 billion 
against $5.86 billion in the 
comparable 1946 period, a 
gain of nearly 32%. For the 
month of August alone, the 
Department of Commerce 
placed new construction at 
$1.2 billion compared with 
$1.1 billion in July, reflecting 
an unexpected and unsea- 
sonal expansion of activity 
during the summer months, 
particularly in the residen- 
tial field. 

Production of cement dur- 
ing the first six months of 
this year totalled 84.2 million 

- barrels, 21% more than in 
the same period last year. 
Shipments however were 
only 77.9 million barrels, up 
about 5% and indicating a 
moderate gain in factory in- 
ventories. Shortage of trans- 
portation accounted in large 
measure for this accumula- 
tion; incoming orders have 
continued, and are still run- 
ning, at a highly satisfactory 
rate. Fact is that inventories 
are still markedly below the prewar norm, even the 
levels obtained during periods when demand was 
far less than at present. 

With assurance of excellent prospects for a pro- 
longed period, leading cement makers have been 
undertaking extensive improvements and additions, 
this despite the fact that industry capacity at pres- 
ent is not yet fully utilized. Thus in spite of rising 
output this year, the highest percentage of capacity 
so far used has been scareely more than 75% 
though individual company experience in this re- 
spect has naturally varied a great deal, depending 
on local demand conditions which are apt to alter 
sales potentials from time to time. Some producers 
still face fairly heavy capital expenditures for re- 
placement of equipment which was practically un- 
obtainable during the war. 

Absence of foreign competition, a serious factor 
in prewar years, is another reason why the industry 
is looking with confidence into the future. Though 
prewar cement imports by volume were not par- 
ticularly heavy because of the limited area within 
which such competition could be effective, they fre- 
quently caused severe price disorganization, in the 
end affecting the entire industry. Resumption of this 
competition may be a long way off. 

(See pages 88 and 89 then please turn to page 101) 


Photo by Lehigh-Portland 
With assurance of excellent business for a prolonged period, cement manufac- 
turers have been undertaking extensive expansion and improvement of facilities 
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ALPHA PORTLAND CEMENT _ 








| Funded Debt: None a 
; Shs. Cosson: 591,356 no par ~— 
31 











: Fiscal Year: Dec. 
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| i aH 
iaacebidaslinaasticdacdcae * RERSERUE I nH 
1936 1937 | 1936 | 1939 |! 940 mm... 1946 | 1947 YEARLY) | 1936 1937 1 cla cosh pas 1941 1942 1943 194 945 1946 ii un 
41.34 | 37 | 237 | 1.17 | 1.44 2.01 | 1.98 | “38 : ay 2 ri a (aR rine te ee Eee eee. ee Ss 1.00 id La 2.28 Fin 3 
2 Jw 1.25 | 1.00 | 1.00 | 1.00 | 1.50 / 2.00 | 1.50 | 1.00 | 1.00 1.00 [1.75 | iz [ow = - : : 25) 1.00 75 | .56 | 37 : : 913 
jrOp$mu6.8 | 6.4 | 6.8 | 7.5 | 8.2 | 8.3) 9.61) 8.7 | 8.7 | 8.6 | 8.8 [8.7 Wg Op sui. 4.5) 4.3 | 45 | 40 | 3.2 139 [47 [45 ] 41 | 28 37 Baa 
ALPHA PORTLAND CEMENT COMPANY PENNSYLVANIA-DIXIE CEMENT COMPANY 
BUSINESS: Company operates 8 modern plants in New York, Pennsyl. BUSINESS: Company operates more than half a dozen plants located BUSI 
vania, Illinois, West Virginia and Alabama, with a total rated capacity along the Atlantic Seaboard and in the Northeastern States. The business Bis m, 
of about 12 million barrels annually. Some 6,500 acres of lime quarries 'S of many years standing. e Uruge 
are owned. OUTLOOK: Following a long period of drab earnings, this concern expe- § pecte: 
r i ided turn for th i 46. The i is bei 
OUTLOOK: Territory served by this concern includes some areas where denced: 0 Lape od ne tages better in 1946. The improvement is peing Ff OUTL 
: : : : extended in 1947, with a good prospect of several years of prosperity in : 
construction currently is very active. According to the Department of Com- : aaa ze recor 
1 ; : the offing. Competition in the area served by Penn-Dixie has always been t 

merce, every one of the States in which the company’s plants are located : : : j cates 
is experiencing an uptrend in demand for cement. Since the trademark seven; <uenat Soamy emmy GA Tigher sering prices new pelt HES pp 

* i . : oe eae good earnings recovery. Sales are expanded by shipments ‘abroad, as ‘ll 
Alpha” is well established, the outlook for continued high volume holds a ‘ é ee oe million 
good deal of promise. Results for 12 months ended June 30, 1947 indicate woll ax by’ Higher domestic deliveries; in ‘contrastto prewar when lob & 4 .,, 
good cost control; while volume rose from $9.5 million in the previous year priced imports of cement offered competition near the Seaboard, the tide FF share 

ais eh has turned in the other direction. It would appear that Penn-Dixie is ina t 

to $13.5 million, per share net more than doubled despite increased ae : k costs, 
; , 4 favorable position to get a good share of the large over-all business in . 
charges for maintenance and repairs. Due to the current sales uptrend, Pee margil 
: ; sight, not only as regards cement but through the sale of sand, lime and h 

net for the calendar year 1947 may equal $3 per share. As working capital . : : mont 

nee : : clinkers as well. Despite a strike last May, net per share for 1947 may § }, ; 
of $8.7 million seems ample for the company’s present requirements, the Sante Crammed abate h is e 
outlook for increased dividends is good. wate ee ee ee ee prospe 
FINANCES: A recapitalization in 1945 retired a preferred stock issue, § final 
ee aay is simple, with owen pe gi ar and since then a $4.25 million term loan has been reduced by about 30%. § {,,¢:, 
ahead © ne epee Or tae ee TOON. See eee ore ene To carry heavier inventories, though, bank loans of $1 million have been by he 
to strong and liquid financial position. hcinital. ane 
MARKET ACTION: Recent price of 31 compares with this year's high of MARKET ACTION: Penn-Dixie shares have exhibited considerable vola- [ eoug 
35 and a low of 24%. At current market, the stock sells about ten times tility with a 1947 range of 2434-13!/2. Recent price of 19 reflects the im- MARK 
indicated 1947 net. proved earnings outlook. 193-5 
COMPARATIVE BALANCE SHEET ITEMS COMPARATIVE BALANCE SHEET ITEMS ll 
Dec. 31, June 30, Dec. 31, June 30, 
1940 _ 1947 Change 1940 1947 Change 
ASSETS (000 omitted) ASSETS (000 omitted) 

Cash $ 5,007 $ 2,058 Se eG eae Sa Ln Le ee $ 2,326 $ 1,630 +$ 696 ASSET: 
U. S. Government securities... 1,910 4,932 + 3,022 Receivables, net 621 1,190 + 569 Cash 
Receivables, net 611 1,274 4. 663 Inventories 1,339 3,182 + 1,843 U.S. 
Inventories 1,255 2,207 + 952 TOTAL CURRENT eabiaa 4,286 6,002 + 1.716 E peceiy, 
Other current assefs....................... oa 146 198 + 52 Plant and equip 34,853 23,985 — 10,868 Invente 
TOTAL CURRENT ASSETS... 8,929 10,669 + 1,740 Less depresiation 2.5... 27519 18,167 — 9,352 TOTAL 
Plant and equip t. 34,809 34,433 — 376 Net property 7,334 5,818 — 41,516 Plant a 
Less depreciation 22,464 24,278 + 41,814 Other assets 289 1,146 ot 857 less de 
Net property ... 12,345 10,155 — 2,190 TOTAL ASSETS: 2 . $11,909 $12,966 +$ 1,057 Net pr 
Other assets 185 878 ot 693 Other « 
TUR es NI nice senstcsinseecscasscolh $21,459 $21,702 +$ 243 LIABILITIES TOTAL 
“Notes payable on cccnecnnnnnnnnn $ 400 $ 1,000 +8 600 Fie 

LIABILITIES Accounts payable and eceructs. bration 472 922 + 450 + i 
Accounts payable and accruals... § 257 $ 916 +$ 659 Reserve for taxes. 207 353 + 146 h ah 
Reserve for taxes. 437 1,022 + 585 TOTAL CURRENT LIABILITIES... 1,079 2,275 + 1,196 oe 
TOTAL CURRENT LIABILITIES... 694 1,938 + 1,244 Long term debt. 5,100 2,450 — 2,650 s 
Reserves 639 652 a 13 Reserves 183 252 te 69 _— 
Capital 16,760 15,375 — 1,385 Capital 3,430 3,682 boy ag aam “ora 
Surplus ...... 3,366 3,737 + 371 Surplus 2,117 4,307 +_—2,190 ie 
TOTAL LIAB... S21, 459 $21,702 +$ 243 TOTAL LIABILITIES ....... we $11,909 $12,966 +$ 1,057 eas 
Wane CANAL $ 8,235 $ 8,731 +$ 496 WORKING CAPITAL ... . $ 3,207 $ 3,727 +$ 520 WORKI 
CURRENT RATIO 12.8 5.5 — 7.3 CURRENT RATIO 3.9 2.6 — 1.3 CURRE! 
_— — 
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LONE STARK CEMENT 
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LONE STAR CEMENT CORPORATION 


BUSINESS: Company's operations are international in character, with 
15 modern plants in the United States and others in Argentina, Brazil, 
Uruguay and Cuba. Annual capacity of about 25.5 million barrels is ex- 
pected to expand. 


OUTLOOK: Though sales of $39.8 million in 1946 established a peak 
record since 1900, a volume of $20.9 million for the first half of 1947 indi- 
cates that further volume gain may be in sight. Outlays for new facilities 
in 1946 amounted to nearly $4.3 million, and construction to cost $7.9 
million is under way or planned. As Lone Star makes five different kinds 
of cement and its trade name is firmly established, it should get its full 
share of business in the various active markets it serves. Despite higher 
costs, volume gains in the first half of the current year have widened profit 
margins compared with a year earlier. Net per share for the first six 
months of 1947 rose to $2.81 from $2.21 in the comparable 1946 period. 
lt is estimated that full year net may be around $6 per share, with the 
prospect of further improvement after new facilities become productive. 


FINANCES: Lone Star's simple common stock capitalization leaves room 
for financing with senior securities should working capital become depleted 
by heavy expansion costs. However, net current assets of $21.3 million at 
the beginning of the current year were of record proportions, appear large 
enough to meet foreseeable needs. 


MARKET ACTION: Recent price of 68 compares with 1947 range of 
193%4-58'/g. Based upon prospective earnings for 1947, the price-earnings 
ratio is about eleven. 















































LEHIGH PORTLAND CEMENT 





Funded Debt: None 
Shs. Common: 950,780 $25 par 
Fiscal Year: Dec. 31 
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LEHIGH PORTLAND CEMENT COMPANY 


BUSINESS: Output from this concern’s 14 strategically located plants 
accounts for about 10% of total domestic production. Eastern and middle 
Western States provide its main markets. Raw materials supply is assured 
by ownership of more than 10,000 acres of mineral lands. 


OUTLOOK: Through improvements and modernization of facilities, 
planned for completion by the end of the current year, the company will 
be in excellent position to capitalize upon the highly promising demand 
potentials that appear in the offing. During 1946, Lehigh spent $2 million 
for capital improvements and outlays for 1947 may total $2.8 million. 
Additionally, longer range plans include acquisition of some $4 million 
worth of new machinery and equipment, funds for which have already 
been provided by earmarking a corresponding amount of Government 
securities held in the company treasury. Prospective increased capacity 
spells better profit margins and higher earnings. For the 12 months ended 
June 30, 1947, per share net rose sharply to $3.39. It would not be sur- 
prising if 1947 net of better than $3.50 is reported. And for several years 
to come earnings may be equally satisfactory. Earnings prospects beyond 
appear equally favorable. 


FINANCES: Finances are strong and liquid, with current liabilities cov- 
ered by a wide margin by both cash holdings and marketable securities. 


MARKET ACTION: Recent price of 3734 affords a yield of about 4%. 
Price-earnings ratio, based on probable 1947 net, is 10.8. Price range for 
1947: High 41/2, Low 30/2. 


COMPARATIVE BALANCE SHEET ITEMS 


















































COMPARATIVE BALANCE SHEET ITEMS e 
Dec. 31, Dec. 31, 
Dec. 31, Dec. 31, 1940 1946 Change 
1940 1946 Change ASSETS (000 omitted) 

ASSETS (000 omitted) Cash . fs : $ 4,562 $ 4,095 —$ 467 
Cash $ 6,174 $ 7,804 +$ 1,630 Marketable securities. ............... 2,639 6,182 + 3,543 
U. S. Government securitie....................... 2,634 7,970 + 5,336 Receivables, net 1,423 1,144 a 279 
Receivables, net 1,952 2,925 + 973 — Inventories 3,824 4,933 + 1,109 
Inventories 5,442 8,062 + 2,620 TOTAL CURRENT ASSETS... 12,448 16,354 + 3,906 
TOTAL CURRENT ASSETS... 16,202 26,761 + 10,559 Plant and equipment 48,245 48,884 4 639 
Plant and equip t 70,047 76,631 + 6,584 Less depreciation ccc 24,650 29,538 + 4,888 
less depreciation 40,657 50,455 + 9,798 Net property 23,595 19,346 — 4,249 
Net property 29,390 26,176 — 3,214 Other assets 2,038 6,284 4+ 4,246 
Other assets 2,235 2,321 Ss 86 TOTAL ASSETS $38,081 $41,984 4+$ 3,903 
TOTAL ASSETS $47,827 $55,258 +$ 7,431 LIABILITIES 

LIABILITIES Accounts payable and accruals... $ 707 $ 941 +$ 234 
Accounts payable and accruale................ $ 1,096 $ 1,984 +$ 888 Reserve for taxes 1,011 1,617 - 606 
Reserve for taxes 1,440 3,427 + 1,987 Other current liabilities...... 237 } 237 
TOTAL CURRENT LIABILITIES............ 2,536 5,411 + 2,875 TOTAL CURRENT LIABILITIES 1,718 2,795 + 1,077 
Consolidated adjustment account 71 Rene — 7 ,  ” i re — 52 
Reserves 1,036 2,457 + 1,421 Reserves 1,000 _ 93 
Capital and paid-in surplus... 33,027 32,246 —_ 781 Capital 24,862 _ 62 
farned surplus 11,157 15,144 + 3,987 Surplus 13,327 + 3,033 
TOTAL LIABILITIES ... . $47,827 $55,258 +$ 7,431 TOTAL LIABILITIES $41,984 +$ 3,903 
WORKING CAPITAL .... $13,666 $21,350 +$ 7,684 WORKING CAPITAL ... $13,559 +$ 2,829 
CURRENT RATIO 6.4 4.9 — 41.5 CURRENT RATIO 5.8 — 41.4 
OCTOBER 25, 1947 89 














EJ valuating 


Selling Se 





RATIOS. 





* 


By PHILIP DOBBS 


ae many political and economic problems 
since VJ-Day have arisen to harry and confuse in- 
vestors, that to establish sound judgment in read- 
justing portfolios has become increasingly difficult. 
Currently the crop of uncertainties seems to have 
grown top-heavy, with the result that public interest 
in the stock market is lagging, and share prices 
generally reflect extremely cautious valuation of fu- 
ture prospects. The usual yardsticks involving yields 
and price-earnings ratios are applied with hesitancy 
because of doubt as to their dependability. But while 
a “wait and see” attitude quite properly may be 
characteristic of investor thinking for some time to 
come, the relationship of share prices to earnings 
eventually is bound to return to something more 
closely resembling normal. Under current conditions, 
though, decided discrimination must be exercised in 
determining whether or not the price of this or that 
stock is properly geared to earnings potentials. 

As matters now stand, with the Dow Jones Indus- 
trial Averages around 180, the price-earnings ratio 
of this Index, based on estimated net earnings of 
$19.50 for $1947, would be 9.2. Disregarding 1932, 
this ratio is lower than it was in any year for the 
past two decades. This assumes particular interest in 
view of record breaking earnings and dividend dis- 
tributions by industry as a whole. But since during 
the depressed period of 1933-35, the price-earnings 
ratio of the Dow Industrials topped 21 and in the 
first year climbed to 42.3, it also gives food for 
thought. Apparently a floor develops for share prices 
in abnormally bad times, irrespective of low earn- 
ings, and conversely a ceiling emerges when sales 
and profits climb to peak heights. Statistically, of 
course, it is impossible to judge at just what re- 
spective levels either low or high prices reach the 
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~ VERY LOW o 
PRICE EARNINGS | 


point where consideration of earnings 
is minimized, or vice versa. Also, nat- 
urally, ratios of individual stocks al- 
ways vary considerably. For example, 
while the cross section of industry rep- 
resented by the Dow group includes 
concerns considered exception- 
ally strong and stable, and as 
said, the present price-earnings 
ratio is 9.2, that of innumer- 
able other concerns currently 
is far lower, in isolated cases 
reaching close to 2. On the 
other hand, many top grade op- 
erating utilities are selling at 
prices from 11 to 15 times their 
earnings, and shares of certain 
industrials are valued at an 
even higher ratio. 

Not much thought is required 
to realize that never in history, 
perhaps, has the medium term 
outlook for the economy been 
so difficult to appraise with as- 
surance. As the basic determi- 
nation of share values leans 
heavily upon how rapidly and 
substantially earnings can off- 
set the risk involved in an in- 
vestment, it is undoubtedly true that regardless of 
current earnings, the future will disclose that many 
shares are now undervalued and others overvalued. 
With this in mind we have prepared a table listing 
selected concerns, whose current earnings seem to 
be running at a rate ranging from about 1/2 to 1/5 
the price of the shares. Due to non-recurrent earn- 
ings, including inventory windfalls, the approach of 
overproduction and a dozen other adverse factors, 
the net earnings of some concerns may soon decline 
to a point where the present share prices may look 
more reasonable. On the other hand, there are other 
companies whose present prosperity may continue 
for several years, if not longer; in some instances, a 
not too serious recession in general business would 
have only a minor impact. Judged by usual stand- 
ards, if average earnings over a ten year period equal 
the price paid for the stock, an investor has small 
ground for complaint. While it would be unwise to 
assume that during the next 2 to 5 years, the earn- 
ings of any given concern will equal the current price 
of its shares, even a considerable decline in earning 
power might not hamper the achievement of an aver- 
age far above normal. In such instances, ultimate 
ie appreciation would appear to be strongly indi- 
cated. 










Specific Comments 


As far as space permits, we will comment briefly 
on some of the concerns appearing in our tabulation. 
Skepticism over the duration of abnormally high 
earnings by American Woolen Company is holding 
the price of its shares at a level around 46, only 28 
times estimated 1947 net of $16 per share. Distrust 
of continued high earning power of this concern is 
based upon its prewar record, indicating that opera 
tions were profitable only during periods of high 
business activity. Additionally, earnings so far it 
1947 have begun to feel the squeeze of rising costs 
To us it seems that unless the national income goe 
into a definite tail spin, the demand for woolens ant} 
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worsteds will develop large business for an unpredic- 
table period ahead. Sales and net profits could decline 


' substantially, in any event, without .endangering 


the indicated .$8 dividend for 1947, and even if the 
current yield of 17.4% were halved, the present 
price of 46 would not seem excessive. If our 1947 
earnings estimate is correct, the company during the 
1945-47 period alone will have earned an amount 
equal to around $52 per share, after setting up sub- 
stantial reserves. With $60 million working capital, 
and an equal amount of backlog orders at mid-year, 
the company is doing extremely well and unless a 
radical upset occurs in our economy, its shares at 
present prices carry well defined speculative appeal. 


Management Confidence 


One significant factor in appraising share prices 
today is the confidence evidenced by managements in 
announcing expansion plans. In the textile field, for 
example, where forecasters have been proven wrong 
in their predictions of a serious slump this year, 
many of the large concerns are planning sizeable ad- 
ditions to their facilities. As conservatism and expe- 
rience combine to determine such decisions, the odds 
are that these managements are not swayed by over- 
optimism. We cite Burlington Mills as one instance. 
This concern, a leading producer of rayons, appar- 
ently refutes prophets of an early depression by 
allotting $8 million for additions to its plants. As the 
current price earnings ratio for Burlington is 3, in- 
vestors generally appear less confident but they may 
be wrong in their conclusions. True, inventory profits 
undoubtedly have swelled net earnings of this con- 


cern during the current year and profit margins may 
be narrowing. But if volume continues at a high 
level, net should amply warrant the indicated divi- 
dend of $1.50 per share, with room for improvement. 
As it is, the yield of 7.5%, with a price of 20 for 
the shares, looks attractive for a fairly long pull, 
from the angle of both income and potential appreci- 
ation. Similar comments might apply to Pacific Mills 
and United Merchants and Manufacturers, ranking 
among the strongest units in the textile field. 
Price-earnings ratios of most concerns in the sugar 
industry currently are exceptionally low. In this 
division, investors and some managements alike are 
wary lest world supplies of sugar may soon outstrip 
demand. In the past this has happened more than 
once, with disastrous impact upon company earnings. 
With plantings of sugar, beets increasing in war-torn 
Europe and larger shipments coming in from the 
Pacific areas, it could easily develop next year that 
Caribbean and domestic sugar growers will have to 
cope with a far different market than in recent years, 
with a decided decline in earnings. The big question 
is, though, whether pessimism has not unduly de- 
pressed shares prices to a point where concerns such 
as Francisco Sugar and Manati can show price-earn- 
ings ratios as low as 2 and 2.1 respectively. In view 
of the uncertain outlook, and the fact that both of 
these companies have bonded debts, caution in ap- 
praising their shares is warranted, despite excellent 
current earnings. While chances are that medium 
term earnings may prove much better than many 
now allow for, potentials for appreciation in this 
group are definitely less clear-cut. 
(Please turn to page 102) 






































| Selected Stocks Selling at Low Price-Earnings Ratios 

- a  Price-Earnings 

Book Value Ratio Based 

Per Share -——Net Earnings Per Share—— on Earningsfor Indicated 

(Latest Estimated Estimated 1947 Dividend Recent 1947 

po r—“(‘_iOO Available) 1945 1946 1947 1946 1947 Dividend Yield Price Price Range 
|American Woolen une $72.31 $14.81 $21.05 $16.00 2.22.8 $8.00 17.4% $46 5034-26!/, 
| Bliss, E. W. 35.12 def.14 3.40 9.00 9.1 3.4 1.50 4.8 31 3154-18! 
| Burlington Mills . 13.49 '.32 3.47 6.70 5.8 3.0 1.50 7.5 20 22!/2-14 

| Container Corp. of America’ 42.51 2.59 7.23 10.00 5.9 4.3 4.00 93 43 48 -32\/, 
Federal-Mogul 28.03 1.08 4.77 4.50 4.0 4.2 1.55 8.2 19 231/4-181/, 
|.Firestone Tire & Rubber 76.02 7.42 13.21 12.00 3.8 4.2 5.00 10.0 50 61 -421/, 
Francisco Sugar ........ 36.80 .74 3.99 8.06* 4.0 2.0 2.00 12.5 16 253%4-12'/4 
| Goodrich, B. F. ................ 80.04 7.84 17.69 13.00 33 4.4 5.00 8.6 58 7134-49 

| International i eee 50.94 2.10 7.98 13.00 6.8 4.1 3.75 7.0 54 55'/3-38%, 
Jones & Laughlin Steel 72.91 2.91 3.79 8.90 9.2 3.9 2.00 5.7 35 39 -27% 
Joy Manufacturing ....... 28.55 1.42 3.29 9.00 11.8 4.3 1.80 4.6 39 391/44-25!/ 
| Manati Sugar 15.80 1.19 1.54 5.16* 7.2 2.1 50 4.5 i 12'%4- 6 

| Mead Corp. ........ 30.60 99 1.06 650 198 3.2 1.40 68 21 23Ye-16l/e | 
| Moore-McCormack Lines ‘ Recipe aie 40.05 2.88 5.10 10.50 6.1 29 2.00 6.5 31 3154-203 
| Mullins Mfg. “B"........ shee or 8.15 93 1.63 8.00 14.7 3.0 75 3.1 24 2412-144, 
| Nash-Kelvinator ........ 11.62 58 59 3.90 28.8 4.4 1.00 5.9 17 1954-14 

| National Supply ....... 22.76 1.79 1.48 5.70 12.8 3.3 Nil ee 19 20!/4-1254 
Pacific Mills 0... .56.55 2.52 11.99 10.00 3.0 3.6 3.00 8.3 36 391/,-2558 
Pet Milk .... e 40.60 231 3.37 7.50 8.9 4.0 1.00 3.3 30 34 -23 
Schenley Distillers .. 36.37 6.44 13.58 10.00 22 37 2.00 5.4 37 553%,-23!/, 
| Superior Sfeghu-:... 20.89 1.24 3.50 4.70 4.8 3.6 1.00 5.9 17 241/4-13 

| United Merchants & Mfrs. 14.38 1.33 2.30 5.36* 7.0 3.0 1.60 10.0 16 191/4-12! 
| Virginia-Carolina Chemical 18.00. def.66 87 4.90* 10.3 1.8 Nil ae 9 9/- 5/g 
Warner Bros. Pictures ........ 3 18.10 1.34 2.62 3.50 5.3 4.0 1.50 10.7 14 1834-135% 
West Virginia Pulp & Paper............... 53.93 1.63 4.93 11.00 8.5 3.8 3.00 7.1 42 45 -32', 
| Wheeling Steel .. = im 101.36 3.75 6.25 17.00 7.7 2.8 2.00 4.2 48 48!/2-31 

| Worthington Pump & & Machinery .. ee 71.24 5.85 10.60 18.00 5.7 3.2 2.00(x) 3.3 60 68!/2-481/, 
*_Reported earnings invtadln year ended June 30, 1947. 

(x)—Plus 10% Stock. 
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FOR 


PROFIT 


AND 


INCOME 


November 


Going back over the chart of 
the Dow-Jones industrial average 
to 1897, we note that for the 
month of November there were 
worthwhile net gains in 20 years, 
declines ranging from sizable to 
big in 13 years, little change in 16 
years. On an average, it has been 
a slightly better month than Octo- 
ber. However, some of the worst 
bear-market slides, or rather a 
portion of them, were seen in 
some Novembers; for instance, 
1930 and 1931. Also some of the 
wildest intra-month gyrations, 
without much change at the 
month-end: for example, 1929 and 
1932. In bull-market years, 
November has, of course, been a 
good month, but not one of the 
best in seasonal bias—not as good 
as the average bull-market June, 
July, August and December. 








The Big Question 


The big question is whether 
the rally which began from the 
September 26 low, following 12 
weeks of reaction, will peter out 
under, or about at, the July re- 
covery highs, or whether it will 
plough through the top July re- 
sistance level on a big play. For 
over a year, the maximum range 
of fluctuation in the Dow-Jones 
industrial and rail averages has 
not been greatly widened either 
way. On purely technical reason- 
ing, the odds are that a break-out 
from this range on the upside by 
both averages would be explosive. 
On the other hand, with respect 
to 1948 business, foreign develop- 
ments and the valuation of boom 
earnings, the general mood is one 
of conservatism. This would ar- 
gue against a wide upside swing. 
Whatever the industrials mav do, 
this column is not hopeful about 
really dynamic action in the rails. 








Addressograph-Multigraph _...0............ 
Caterpillar Tractor 
Dow Chemical 








INCREASES SHOWN IN RECENT EARNINGS REPORTS 





Industrial Rayon 
Mathieson Alkali Works essen 
New York Air Brake 
Royal Typewriter 
Shamrock Oil and Gas 
Transue & Williams Steel Forgings ........... 
Underwood 




















1947 1946 
Year July 31 $5.99 $2.07 
9 mos. Sept. 30 2.85 2.33 


August 31 quarter Ay kd .66 


9 mos. Sept. 30 6.94 4.08 
9 mos. Sept. 30 2.36 1.58 
9 mos. Sept. 30 4.55 2.83 
Year July 31 3.49 .30 
9 mos. Aug. 31 1.47 -62 
9 mos. Sept. 30 1.65 -50 
9 mos. Sept. 30 5.25 1.25 
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Maybe it would be a good idea to 
get mentally prepared to do some 
partial profit-taking in the range 
183-187, letting subsequent action 
determine the timing of further 
sales. We would guess that from 
that area there would probably 
be more points in a swing down 
than in a swing up. 


Proprietary Drugs 


Some of the proprietary drug 
stocks, far down from their highs, 
begin to look cheap on an earn- 
ings basis. We like Sterling Drug 
and Bristol Myers, especially the 
former. There is nothing basically 
wrong in this field. Earnings rose 
abnormally last year, with manu- 
facturers’ sales running well 
ahead of consumption while re- 
tailers and wholesalers built up 
war-starved inventories. The re- 
verse happened in the first half 
of this year. With the pipe lines 
filled, inventory buying stopped. 
In fact, distributors chose to 
work down stocks somewhat. The 
situation is pretty well back in 
balance by now. The essential fact 
is that consumption is relatively 


‘ stable and that, in line with na- 


tional income payments, it is run- 
ning along at a new peak. Mean- 
while, interim earnings of the 
manufacturers have declined 
sharply from the extreme 1946 
levels in most cases. (Only mod- 
erately so for Sterling Drug.) 
They will be considerably better 
for the second half year than for 
the first. Probably there is no 
hurry needed in buying stocks. 
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They should stabilize for a time 
before they are ready to move up, 
and in most cases their charts do 
not yet show adequate evidence 
of stabilization. 


Rubbers 


On the July-September decline, 
most of the tire stocks made 
their lows in August, against 
September 26 for the industrial 
average. Their chart pattern for 
quite a few weeks has looked 
more bullish than that of the gen- 
eral list. Why that should be so, 
this column does not know—but 
such things are not happenstance. 
Market action probably says that 
the industry’s outlook is better, 
for a longer period, than the gen- 
eral consensus had allowed for. 
The best chart action has been 
in Firestone and Goodrich, but 
the whole group moves pretty 
much together. The rubbers are 
unlikely to get very far against 
the general market trend. What 
the chart indications imply is 
that, given a further market rise, 


these stocks are likely to be 


among the outstanding leaders 
thereof. 


Office Equipment 


Earnings of most office equip- 
ment companies are running at 
record levels, and sales prospects, 
both domestic and foreign, ap- 
pear favorable for some time to 
come. Underwood Corp. stock 
showed ability to respond sharply 
to the good third quarter report 
recently issued. Net for the year 
will probably be over $6 a share. 
The stock, long regarded as one 
of the best investment-quality 
issues in the group—next to the 
very high priced International 
Business Machines—is selling at 
well under 10 times that figure. 
One of the cheapest on earnings, 
and holding an excellent trade 
position, is Addressograph-Multi- 
graph. Net for the fiscal year 
ended July 31 was $5.99 a share. 
The stock is currently priced 
about 7 times that figure. 


Beslile Base 


Two industries with strong 
prospects for an extended time to 
come are automobiles and build- 
ing. There are a few companies 
with a large stake in both. Prob- 
ably the one most closely bal- 
anced in that respect is Libbey- 
Owens-Ford Glass, with around 
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60% of sales to the auto industry, 
the rest for construction, inclu- 
sive of repair. Motor Wheel ana 
Timken-Detroit Axle have large 
interests in the oil-burner field, 
as well as in auto parts. The 
Briggs line of plumbling-wear has 
not greatly reduced its depen- 
dence on the motor industry. 
Johns-Manville does considerable 
business with the auto industry 
on brake linings, etc., but is 
mainly in building. If you would 
like a double stake in the two in- 
dustries, in one stock, Libbey- 
Owens-Ford is best suited to the 
purpose. 


Foods 


Action of most food stocks has 
long been poorer than that of the 
market. The 1947 earnings will be 
better than had been anticipated 
when the year started, since vol- 
ume has remained high and pre- 
viously feared price declines have 
not developed. Instead of inven- 
tory losses, it looks now like an- 
other year of inventory profits. 
It will also be another year with 
substantial earnings set aside for 
reserves against the eventual 
price slump, making a_ pretty 
thick cushion. Depending on the 
Marshall program, general busi- 
ness trends and the weather, food 
prices might stay high for many 
months to come. Yet we doubt 
that food stocks are subject to 
more than mild rallies. The price 
decline hangs over their heads, no 
matter whén it might come; and 
further price rise meanwhile may 
only emphasize that fact in in- 
vestment reasoning. 


Rail stocks have made rela- 
tively little hay out of the emer- 
gency freight rate boost. A larger, 
permanent increase is expected to 


be granted by the ICC, following 
hearings soon to begin, perhaps 
effective before the end of the 
first quarter of 1948. It is very 
likely that higher wage costs wili 
be offset without anything like 
last year’s time lag, and that 
earnings will be fairly good for 
the industry — excellent for the 
stronger systems — as long as 
present boom traffic lasts. That is 
the rub. The break-even point is 
now so high that any material 
business recession will knock the 
daylights out of earnings in short 
order. Recognition of that fact is 
the basic thing the matter with 
the rail market. It tends to re- 
strict the rallies and keep even 
the best rail stocks selling at 
highly conservative price-earnings 
ratios. 


Percentage 


On an average, to which there 
will always be some exceptions, 
there is speculative percentage 
in favoring stocks which already 
are performing better than the 
market. Some candidates: Bliss, 
Borg-Warner, American Smelting, 
Dana Corp., Celanese, Joy Manu- 
facturing, Deere, Minneapolis- 
Moline, International Paper, Hud- 
son, Chrysler, Sharon Steel, Union 
Bag & Paper. 


Building Shares 


The mid-summer spurt in build- 
ing activity should make for ex- 
cellent second-half earnings of 
building materials makers. The 
large construction activity now 
going on points to gradual stabili- 
zation of the building situation. 
Resistance to high prices appears 
to have lessened and the easing 
of rent controls has imparted new 
vigor to construction initiative. 














DECLINES SHOWN IN RECENT EARNINGS REPORTS 

1947 1946 
Bloomingdale Brothers 26 wks. August 2 $1.14 $3.73 
Cerro de Pasco Copper ....... 6 mos. June 30 37 59 
Detaw States: 2... 6 mos. July 31 48 -70 
CCL LCT CORE Deen ee eee ap eee ead 6 mos. Aug. 31 2.97 3.11 
Kawneer Co, 20. 9 mos. Sept. 30 -94 1.86 
Lane Bryant ....................... = August 31 quarter .23 .60 
Monogram Pictures |... Year June 28 49 -52 
Republic Pictures 00 13 wks. July 26 .07 19 
Teck-Hughes Gold Mines, Ltd... 8 mos. Aug. 31 .03 .08 
NG@IMDIGGIORE. 8 Daes Sages -56 .61 
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The Personal Service Department of THE MaGazine oF WaLL STREET will 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the-standing and reliability 
of your broker. This service in conjunction with your subscription should 
represent thousands of dollars in value to you. It is subject only to the fol- 


lowing conditions : 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities at reasonable intervals. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. No inquiry will be answered which is mailed in our postpaid reply 


envelope. 


5. Special rates upon request for those requiring additional service. 





Carr-Consolidated Biscuit Company 


Please advise the reason for the de- 
cline in earnings of Carr-Consolidated 
Biscuit Company and report on prog- 
ress of the expansion program of this 
company. 

F.. M., Ironwood, Michigan 


Carr-Consolidated Biscuit Com- 
pany was formed on December 31, 
1946 by the merger of the J. B. 
Carr Biscuit Company of Wilkes- 
Barre, Pa., and the Consolidated 
Biscuit Company of Chicago. Net 
sales for the 24 weeks to June 16, 
1947 amounted to $10,996,350.00 
and net profit to $478,869.00, 
equal to 66c per common share 
based on 726,009 shares. On pro- 
forma basis, combined earnings of 
J. B. Carr Biscuit Company for 
24 weeks to June 16, 1946 and six 
months to June 30, 1946 for Con- 
solidated Biscuit Company were 
sales of 11,764,849.00, net profit 
$1,147,098.00, equal to $1.58 a 
¢ommon share. In explaining the 
decline in net income, J. B. Carr, 
president, stated that restoration 
of products to pre-war quality ne- 
cessitated the elimination of sub- 
stitute materials, the enlargement 
of shortening contents in all prod- 
ucts and the increased use of such 
formerly scarce ingredients as 
nuts and chocolate. The expansion 
program increased the company’s 
direct distribution from 12 branch 
agencies at the beginning of the 
year to 30 agencies at the present 
time. Mr. Carr said that this ex- 
pansion program was. affected 
more rapidly than originally pro- 
jected, more units having been 
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opened than had been planned for 
the full year, and the cost of se- 


- lecting locations as well as organ- 


izing and indoctrinating of per- 
sonnel was substantial. Increased 
efficiency and economies in opera- 
tions should result from the mer- 
ger of the two companies and with 
non-recurring expenses resulting 
from the expansion program over, 
net earnings are expected to im- 
prove. Dividend payments in the 
first half of 1947 amounted to 50c 
a share. 


Pep Boys — Manny, Moe & Jack 
Please advise nature of business of 
Pep Boys — Manny, Moe & Jack, sales 


and earnings.” 
P.J., Bronx, N. Y. 
Pep Boys—Manny, Moe & Jack 
operate a chain of 44 retail stores, 
selling automobile parts and ac- 
cesories, hardware, bicycles, radi- 
os, etc. These leased stores are 
located in Pennsylvania, New Jer- 
sey, Delaware, Maryland and the 
District of Columbia. 
Total sales for the seven months 
to July 31, 1947 were $4,162,162, 
compared with $5,328,843 in the 
same period of 1946. Last year’s 
sales were unusually large be- 
cause of the great demand for 
tire and tubes following termina- 
tion of rationing January 1, 1946. 


The company indicated operating - 


revenues for the six months to 
June 30th this year were $89,927. 
Net income for the period was 
$28,297, according to an official 
of the company, contrasted with 
$702,754 in the first half of 1946. 





Last January an initial dividend 
of 25 cents a share was paid on 
the common stock which was ot- 
fered publicly in August, 1946. 
The stock is listed on the New 
York Curb Exchange. No further 
dividend payments on the com- 
mon are anticipated this year. 
Principal reasons for sharp drop 
in net profit are higher costs and 
non-recurring charge against cur- 
rent earnings of the cost of mov- 
ing company headquarters. 

Capitalization consists of 5000 
shares outstanding of 6% non- 
cumulative preferred and 585,000 
shares of common stock. A mort- 
gage of $670,000 is carried on the 
main new office and warehouse 
building located in North Phila- 
delphia, Pa. 

Balance Sheet as of December 
31, 1946 reported total current 
assets of $3,319,389, total current 
liabilities of $1,549,349 and net 
current assets $1,770,040. 


Magnavox Company 
Kindly furnish information as_ to 
earnings, dividends and expansion pro- 
gram of Magnavox Company. 
R.F., Saginaw, Mich. 
The Magnavox Company earned 
$1,042,289 in the six months 
ended August 31, 1947, compared 
with earnings of $941,975 in the 
same period of the preceding 
year. 1947 earnings were despite 
a two-week inventory shutdown 
and another two-week production 
stoppage for summer vacations. 
Earnings in the 1947 period were 
equal to $2.08 a share on 500,000 
shares of capital stock outstand- 
ing, compared with $1.88 on the 
same number of shares a year be- 
fore. Sales in the six months of 
1947 totaled $13,229,404, com- 
pared with $10,372,777 in the 
same period of the preceding 
year. Sales for the fiscal year 
ended February 28, 1947, 
amounted to $24,013,812 and net 
income to $2,150,998, equal to 
$4.30 a common share, based on 
416,777 shares outstanding for 
1946. Net working capital on 
April 28, 1947 amounted to $3,- 
094,853. 
(Please turn to page 102 
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« and Company News ° 


e 


An interesting angle to the problem of shipping huge amounts of wheat to Europe 
is presented by Philip W. Pillsbury, president of Pillsbury Mills. To save badly needed. 
shipping tonnage, he advocates the shipping of flour rather than wheat for relief abroad. 








Milling facilities are poor or entirely lacking in some of the foreign countries. 
Besides, citing last year's figures, Mr. Pillsbury said that the relative tonnage 
saved would have been 23.7 million cwt. had flour been shipped instead of wheat. Also, 
numerous byproducts to feed our own cattle and poultry must be considered. 





According to P. W. Litchfield, chairman of Goodyear Tire & Rubber Company, the 
50 million shortage of tires at VJ-Day will be completely filled before the end of the 
current year. Though today's tires are of better quality than in 1939, the consumer 
buys them at a price 7% lower than 1939 list prices. 








The oil industry, also is pointing with pride to current prices of petroleum 
products. Dr. Cecil Brown, assistant manager of Standard Oil Development Company, points 
out that, taken as a whole, these items cost about 90% of their prices in 1926. Develop- 
ment of numerous byproducts has aided in lowering the prices. ; 











How heavily the impact of the 60-day shutdown by the Distilling Industry may 
be felt is disclosed by Seton Porter, president of National Distillers Products Corp. 
Idle plant expense of this concern probably will be between $900,000 and $1.4 million 
monthly, depending upon policies regarding lay-off of employees. Present intention is to 
lay off as few workers as possible, because of the irrational burden placed upon them. 











In view of current interest in the nation's 60 million employment level, some 
Statistics prepared for the Institute of Life Insurance by the BLS are noteworthy. 
It seems that employees of both sexes between the ages of 20 to 34 are 2 million below 
normal, but teen-agers and workers over 55 are far more numerous than ever. 








The Securities and Exchange Commission now estimates that total expenditures 
for new plants and equipment during 1947 may run as high as $15.2 billion, a record 
Showing. During the fourth quarter alone outlays of $4 billion are indicated, not including 
$100 million for improvements of old facilities. 





The healthy condition of the textile industry is shown by a record backlog of 
more than $30 million reported by Leon Lowenstein, chairman of M. Lowenstein & Sons, 
Inc. This experienced executive also mentions the significant fact that since 1919, 
spindles in place have declined 32% while population has gone up 34%. 











The tremendous expansion by industry in South Africa during the war gives rise 
to predictions that this country may be the United States’ best automobile market during 
the next decade. So claims Stanley Anderson, Hudson distributor at Johannesburg. 
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In our last issue, we mentioned that Commercial Credit Company had borrowed from 





life insurance companies $25 million for 10 years at 3%. We should have properly added, 
that these are loans subordinated to all other debts of the company. Otherwise the com- 
pany's high credit would have commanded a lower rate. 


The annual report of E. R. Squibb & Sons for its fiscal year ended June 50, 1947, 
strikes an optimistic note. Both sales and net income reached new highs, and availability 
of new facilities promises to swell volume next year. Net for fiscal 1947 equalled $3.26 
per share against $3.01 last year. 





On the heels of a report by Curtis Publishing Company that net earnings for the 
half of 1947 were above $2.6 million compared with about $1.8 million for the same period 
in 1946, comes an announcement that the price of the Saturday Evening Post will be 
lifted to 15 cents per copy and that advertising rates will be raised. Rising costs are 
the reason. 





The National Association of Real Estate Boards sees increasing evidence that 
the United States is in the midst of an unprecedented building boom at long last. The 
Bureau of Labor Statistics fortifies this premise by reporting that 83,000 new dwellings 
started in August hit a 20 year peak. 














Shoe prices seem to have developed a slight downtrend lately, and production 
in July was 9% under the same month a year ago. Shoe manufacturers in July shipped 34 
million pairs at an average price of $3.64 against $3.72 in June. 





The most important expansion program in the history of Food Fair Stores, Inc., 
has been announced. Construction of 22 new supermarkets, to cost about $4 million, will 
increase the company's chain to 115 outlets in six states. Each market will have about 
13,000 square feet of floor space. 





Shipping freight by air seems to be more and more popular. In September, 
United Air Lines flew over a million air freight ton miles for the first time in its history, 
topping its August figure by 36% and that for September 1946 by 150%. In the last week 
of September, 341,760 ton miles were flown. 





In purchasing a big plant from WAA near North Wales, Pa. recently for $1.75 
million, Sharpe & Dohme envisage some radical long range concentration of operations at 
this location. While several years may be required to complete the move, the company has 
arranged a credit of $8 million with two insurance companies, to be drawn on as needed, 
and to meet either building costs or for working capital. 





It is estimated that 1947 automobile output in the United States and Canada 
will top the 4,000,000 unit mark this week. 

This would mean that the industry will have to average 108,000 units in each of 
the remaining nine weeks of 1947 to hit 5,000,000. 

The following week should see production up again around the 100,000 level, and 
it is predicted that it might be the third quarter of 1948 before the sheet steel 
situation improves. 





Development of a machine that will mine and load coal continuously and at low 
cost will soon get under way, Bituminous Coal Research, Inc., announced. . 

A $250,000 program to activate the project is more than 80 per cent subscribed. 
It is being financed by bituminous producers, coal land companies and railroads. 





A program for the rehabilitation of the Jim Brown Stores, Inc., formerly the 
Brown Fence & Wire Company, under the management of R. S. Stevens, former Montgomery 
Ward executive, was announced to stockholders by Robert A. Weaver, chairman. The plan 
involves the acquisition of all the stock of E. I. Bakkom & Co., Inc., and the funding of 
$1,962,000 of bank loans over a seven-year period. 
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SUMMARY 
MONEY AND CREDIT—Prices of stocks, corporate bonds 


and foreign government bonds rally moderately; but stocks 
sell off on London Exchange on apprehension over revival 
of the Commintern. U. S. Victory 2!/s, unrestricted, fluctu- 
ate erratically. New York Bank Stocks sag, despite slow rise 
in earnings assets and profits. 


TRADE—Department store sales pick up again, with mar- 
gin of increase over last year reaching 21%/,. August exports 
only a little under July; but excess of exports over imports 
widens, owing to a larger drop in imports. Retail grocery 
sore chains reported a net profit of only 1!/. cents per dollar 
of sales for the first half of 1947. : 


INDUSTRY—Business activity at new all-time high, despite 
steel and freight car shortages. Construction expenditures 
during August largest since 1942. Huge export balance and 
record capital expenditures for new plant and equipment 
hold promise of continued prosperity for at least some 
months ahead. Railroads granted emergency freight rate 
increase. Whiskey makers agree to two-months’ production 
holiday. 


COMMODITIES—Commodities resume advance following 
doubling of margin requirements. M. W. S. index of raw 
materials spot prices rises sharply to new post-war high. 





| 
BUSINESS ACTIVITY 


PER CAPITA BASIS 
M. W. S. INDEX 
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Despite shortages of steel and freight cars, Business 
Activity during the fortnight ended Oct. 4 expanded to a 
new all-time high—6%, above last year at this time. On a 
per capita basis (shown in the accompanying chart), how- 
ever, the gain over last year was only 2.7%, owing to an 
unusually large growth in population resulting mainly from , 
a high birth rate. 

* « * 

For the month of September, this Publication’s Business 
Index advanced fractionally to 179.1% of the 1935-9 aver- 
age, compared with 178.9 in August and 171.6 for Septem- 
ber of last year. Third quarter average was 179.0—1.2 
points above the second quarter, and 4.5°/, ahead of the 
third quarter of 1946. Nine months’ average was 177.9— 
7.2% above the like period last year when strikes cut into 
the production of ak steel and other industries. 

. * * 


On a Per Capita Basis, our Business Index in Septem- 
ber was 160.4%, of the 1935-9 average, against 160.7 for 
August and 157.2 during September, 1946. Nine-months’ 
average was 161.2, compared with 152.5 for the like period 
last year. 

* * * 

Department Store Sales in the fortnight ended Oct. 4 
averaged 21°, above last year, compared with a cumula- 
tive gain of only 8%, for the year to date. Sales this year 
have been perking up recently; but the main reason for the 


(Please turn to following page) 
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Latest Previous Pre- 
— ae 7 on bar PRESENT POSITION AND OUTLOOK 
on ° go or 
MILITARY EXPENDITURES—Sb (e) | Sept. 1.06 0.96, itl 1.55 (Continued from page 97) 
Cumulative from Mid-1940 Sept. 359.4 358.4 343.0 13.8 large comparative gain is that sales and deliveries 
last year were curtailed sharply by strikes at New 
FEDERAL GROSS DEBT—S$b Oct. 8 259.7 259.3 263.3 55.2 York City and Pittsburgh. At New York City during 
——__—————————— | the week ended Oct. 4, sales were 40% above last 
MONEY SUPPLY—Sb year. 
Demand Deposits—94 Centers___ | Ort. | 47.1 47.3 45.6 26.1 ee 
Currency in Circuloti Oct. 8 — sé tee Cer 
wes Retail Grocery Store Chains reported an aver. 
EBITS r : age net profit of only 1'/2 cents per dollar of sales 
td “ne City = ee Oct. | 7.06 7.14 7.26 4.26 | during the first half of the current year. This was 
93 Other Cent $b Oct. | 11.03 11.02 11.93 7.60 | 25% larger than the 1936-46 average; yet obvi- 
eee ee —————— | ously too small to have any appreciable effect upon 
PERSONAL INCOMES—$b (cd3) Aug. 194.4 196.1 180.9 102.0 living costs. Had they operated without any profit, 
Salaries & Wages Tedete _— pies pir | i — | customers would have saved only a cent and a half 
bliliad ug. . . . : | on each dollar spent for food. 
mente te er July 2.69 219 249 12 | 
Jul 2.74 2.21 2.62 1.28 Mp 
Includ'g Govt. Payments (ag) Y 
ran 7 ” a ms a . “—s le During periods like the present, when overall 
CIVILIAN EMPLOYMENT m (cb) i ‘ i : Profits are large, it is the small concerns—not big 
Agricultural Employment (cb), Aug. 9.5 10.1 9.1 8.8 business—that profiteer. This has been proved over 
Employees, Manufacturing (ib) ried aged 15.2 14.9 13.8 and over again; but political propagandists invari- 
Employees, Government | = "G- 5.3 5.3 5.5 48 ably seek to fasten the blame for high prices upon 
UNEMPLOYMENT—m (cb) Avs 2.1 2.5 2.1 3.8 | the corporations. 
* * * 
FACTORY EMPLOYMENT (ib4) | 9 1330 150148147 
Sensis Goods Aug 177 175 171 175 | August Exports, at $1,149,500,000, were only 
Mesdieneits Beads Aug 135 130 130 123 $1! million under July. Commercial exports were 
FACTORY PAYROLLS (ib4) July 314 320 267 198 actually up $900,000; but U. N. R. R. A. shipments 
pa ees ee eee dropped to $2.8 million, from $25.3 million in July; 
FACTORY HOURS & WAGES (Ib) while lend-lease shipments shrank to $100,000, from 
Weekly Hours ; Aug. 39.8 39.8 40.5 40.3 over $1 million in July. August imports, on the other 
Hourly Wage (cents) Aug. 123.8 123.2 111.2 78.1 hand, were $50.9 million smaller than for the previ- 
Weekly Wage ($) Aug. 49.29 49.03 44.99 31.79 | ous month; so that net exports expanded a little. 
PRICES—Wholesale (ib2) Oct. 4 157.1 156.2 125.1 92.2 | fig A, 
Retail (cdib) June 178.8 177.1 147.7 116.2 During the month of August, 83,000 permanent, 
non-farm dwellings were started, a new post-war 
COST OF LIVING (ib3) June 157.1 156.0 133.3 110.2 high, and 70,300 were completed. For the first eight 
Food : June 190.5 187.6 145.6 113.1 months, about 500,000 were completed. Construc- 
Clothing June 185.7 185.0 157.2 113.8 tion expenditures during August totalled $1.4 bil- 
4 Rent June 109.2 109.2 108.5 107.8 lion, the largest for any month since 1942. Con- 
=o a ee ———_—————— | struction employment was 14% above August, 1946. 
RETAIL TRADE—Sb 
Retail Store Sales (cd) Aug. 8.82 8.57 8.56 4.72 = oe 
Durable Goods Avg 2.05 2.07 1.77 1.14 Government agencies estimate that American 
Neon-Durable Goods Aug. 6.77 6.50 6.79 3.58 | business, exclusive of agriculture, will spend a rec- 
Dep't Store Seles (mrb)__.___ | Aug. 0.67 = 0.62 0.72 0.40 | ord total of $15.2 billion this year on New Plant 
Retell Sates Credit, End Mo. (rb2)_ | Avg. 4.93 4.88 3.54 5.46 | and Equipment. This would be 25% above 1946, 
——————§ | 85% more than in 1941, and 65% ahead of the 
MANUFACTURERS’ boom year, 1929. This, and the high probability 
New Orders (ed2)—Total____| July 231 245 204 181 that huge sums will be spent on foreign relief and 
Durable Goods —___ | July 262 270 229 221 rehabilitation for several years to come, preclude 
Non-Durable Goods July 212 229 188 157 the possibility of any severe business depression in 
Shipments (cd2)—Totel July 270 292 206 184 the foreseeable future. 
Durable Goods July 287 323 216 223 
Non-Durable Goods July 258 271 199 158 ee oe 
Class | Railroads had an estimated net income 
BUSINESS INVENTORIES, Ead Mo. of $52.3 million for August, against $53.4 million a 
Total—$b (ed) | July 38.5 36.7 30.1 26.7 year ‘ago. Ejight-months’ total was $294 million, 
Mesufecturers July 22.7 22.6 18.0 15.2 compared with only $65.4 million during the like 
Wholesalers July 7 6.8 47 43 period last year. It is estimated that the interim, 
th nash (mrb) 0 - sa ns emergency freight rate increase averaging 8.9%, 
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Latest Previous Pre- 
Wk. or Wk. or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago’ Harbor 

BUSINESS ACTIVITY—i—pc Oct. 4 161.4 161.2 157.2 1414.8 |. ; ey 
(M. W. S.)—l—np Oct. 4 181.5 181.2 171.5 146.5 | ivst granted, will add about $650 milion annually 

= to operating revenue before taxes. 

INDUSTRIAL PROD. (rb)—Il—np | Aug. - 182 177 178 174 
pining <a Aug. 150 134 144 1330 | . er 
Durable Goods, Mfr... => | Aug. 211 208 208 141 Though busi i i I t - 
Non-Durable Goods, Mfr Aug 169 ‘164164141 __| dented speed, there are still plenty of Neadoches 

CARLOADINGS—1t—Total Oct. 4 943 938 907 833 | for Executives. The Movie moguls fear that 
Manufactures & Miscell Oct. 4 429 421 395 379 | Britain’s heavy tax on film earnings may spread to 
0 Lc L. se - = 126 — | other countries. Argentina, Australia, Brazil, Den- 

cobs = ee — 47 | mark, France, Mexico and New Zealand are already 

ELEC. POWER Output (Kw.H.)m | Oct. 4 4,935 4,956 4,478 3,267 | toying with the idea. It is even feared that the 

So | Berings Tas epidemi i 

SOFT COAL, Prod. (st) m Oct. 4 “a. 0 0s. oe eee 
oie Genes ton § pap 462 450 404 446 | —such as book copyrights, business calculators, tex- 
Stocks, End Mo March o7 GS GS Gh g | renter matin 

PETROLEUM—(bbis.) m | te 
gearhcay 8 aig | Oct 5:2 5.2 4.7 4.1. | Bread, soap and shortening makers are being 
o§ Oct. 4 82 82 87 86 forced to raise prices because of mounting costs. 
Fuel Oil Stocks. Oct. 4 58 57 60 94 
Heating Oil Stocks. | Oct. 4 60 60 63 55 | Cocoa is selling at ten times the pre-war price and 

| ~- ————— | fabricators fear consumer resistance to their costly 
| 

a To. red. © 4 } ty ba =, 7 12. ; finished products. Whiskey makers, on the other 

pass i i i hand, h ielded | 
| 2 ae ee = and, have yielded not too reluctantly to the Gov- 

STEEL INGOT PROD. (st.) m | Sept. 6.78 6.98 656 4.96 | ernment’s request for a two-months’ production holi- 
Cumulative from Jan. |__________| Sept. 62.6 55.8 _ 747 | day to save wheat. It’s something of a gamble to 

INGINEERING CONSTRUCTION | make high-cost liquor for aging and then sell four 
AWARDS—S$m (en) Oct. 9 93 167 83 94 years hence at no-one-knows what prices. 
Cumulative from Jan. |__| Oct. 9 4,366 4,273 4, 281 5,692 

eaieesean ——— * * * 

MISCELLANEOUS | Amidst all the short ; i 
Paperboard, New Orders (st)t. | Oct. 4 234 181 223 165 " : Me h eh ni pes ti nd ennia ” 
Cigarettes, Domestic Sales—b........ | Aug. 29.0 29.5 29.0 17,5 | Senne in Me news Mel Megme Copper Co. is 
Hosiery Production (pairs)m. | July 125 127 144 150 going to open up a big new deposit of the ore, 
Footwear Production (pairs)m | July 33.8 34.1 37.0 34.8 | though volume production will not be achieved until 
Motor Vehicles, Factory Sales—M....| July 379 401 298 352 | 1952, or later. 

Pneumatic Casings Production—m......| July 6.6 7.6 5.4 3.8 | 





ag—Agriculture Dept. b—Billions. cb—Census Bureau. cd—Commerce Dept. cd2—Commerce Dept. (Avge. Month 1939—100). cd3— 
Commerce Dept., seasonally adjusted monthly totals at annual rate. cdib—Commerce Dept. (1935-9—100), using Labor Bureau and other 
Data. e—Estimated. en—Engineering News-Record. I|—Seasonally adjusted Index (1935-9—100). Ib—Labor Bureav. !b2—Labor Bureau 
(1926—100). !b3—Labor Bureau (1935-9—100). 1!b4—Labor Bureau, (1939—I100). It—Long Tons. m—RMillions. mpt—At Mills, Publishers, 
and in Transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. np—Without Compensation for Population growth. po— 
Per Capita Basis. rb—Federal Reserve Board. rb2—Federal Reserve Board, Instalment and Charge Accounts. st—Short Tons. t—Thousands. 
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No. of ————- 1947 Ind (Nov. 14, 1936, Cl.—100) High Low Oct.4 Oct. Il 
Issues (1925 Close—1!00} High Low Oct.4 Oct. 11 100 HIGH PRICED STOCKS. 89.87 72.58 83.97 84.27 
3044 COMBINED AVERAGE ____ 148.8 111.5 133. 4 134, 5 100 LOW PRICED STOCKS_____ 183.14 124.35 Jel. 30 159.73 
4 Agricultural Implements __. 204.4 143.4 201. 3 204. 4A 6 Investment Trusts 62.8 48.3 58. 4 59.0 
Il Aircraft (1927 Cl—100)__ 167.1 108.2, 143.3, 152.5 3 Liquor (1927 Cl—100)_____ 933.6 592.1 830.9 798.6 
: Air Lines {1934 Cl—100)_. 636.9 467.2 504.8 504.8 8 Machinery _.ts«éi'*iSS 9.14 123.1 153.8 155.1 
146.0 101.7 104.3 103.3 > Mow Order ee 7 84.2 108.6 108.8 
of Aut bile Acc 108... 237.4 161.9 203.5 211.1 3 Meat Packing séiS'S'S.. 84.9 105.1 104.9 
It Aut bil 42.8 30.8 38.9 38.9 13 Metals, non-Ferrous _______ 196.7 137.4 154.1 154.3 
3 Baking (1926 Cl—I00)_.—s_ 24.1 18.9 19.6 19.4 | 3 Paper 42.8 31.3 42.1 42.8A 
3 Business Machines ___.__—-—s-301.6 230.8 262.0 265.3 | 23 Petroleum ss 218.55 172.2 204.4 205.1 
2 Bus Lines (1926 Cl—100)-_ 175.0 116.1 132.6 131.8 | 20 Public Utilities Ss 134.4 104.3 117.9 116.6 
4 Chemicals 261.6 223.8 247.2 248.0 | 5 Radio (1927 Cl—100)_ 23.2 16.1 19.8 2t3 
2 Coal Mining ee Vie 14.0 17.6 17.8 8 Railroad Equipment _____.__ 80.6 55.8 64.1 64.5 
4 Communication. «58.3 40.6 49.5 50.3 23 Releeads. RS 17.0 22.1 21.5 
13 Construction ieee O 66.5 48.0 63.5 63.9 3 Realty 32.9 229 25.1 25.9 
, Coniciness: ES 291.4 344.7 345.4 2 Shipbuilding ____ 116.0 87.4 113.5 116.0 
8 Copper & Brass_._._- =—=—S———*d'N'.P 90.9 103.6 103.4 3 Soft Drinks = EEEts«éOS 99. 462.9 571.5 563.3 
2 Dairy Products == ss —s« 9.7 55.9 59.2 59.6 13 Steel & lron 121.1 90.7 112.5 112.9 
5 Department Stores 78.6 55.6 65.4 66.5 3 Sugar 68.2 51.4 54.6 54.5 
5 Drugs & Toilet Articles___. . 4232 149.4 162.9 170.2 2 Sulphur 253.8 211.0 234.6 237.3 
2 Finance Comp 255.8 203.3 243.0 239.5 3 Textiles 137.6 93.8 134.1 136.6 
7 Food Brands ___ ss ts«S'902=4 155.2 175.0 175.2 3 Tires & Rubber. ti(iéSS‘*‘«CSK 28.8 31.9 32.2 
2 Food Stores Senne 63.6 71.1 72.6 6 Tobacco 87.4 65.2 71.1 70.9 
3 Furniture 94.3 66.! 80.2 81.4 2 Variety Stores _.._ = sé3'42.5 289.1 323.8 322.6 
3 Gold Mining...._E> «2924.7 738.4 835.4 824.7 19 Unclassified (1946 Cl—100) 108.5 83.7 101.3 102.7 
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Trend of Commodities 





Commodity prices advanced sharply during the fortnight 
ended Oct. 4, with the M. W. S. index of raw material spot 
prices climbing to a new post-war high. Rain is still tisded 
in the dust bowl to save next winter's wheat crop. The Agricul- 
ture Department's Oct. 1 forecast estimates that this year’s corn 
crop will be 54 million bushels larger than predicted a month 
earlier; but heavier livestock feeding during the month about 
offset the benefits of this gain. Farmers are expected to take 
in $30 billion from marketings this year—20% more than last 
year and $22 billion more than in pre-war years. Inflationary 
price advances during the past 12 months have not been con- 
fined to farm products, which are up 31%. Building materials 
have risen 36%, metal products 32%, leather products 32%, 
and even manufactured products 28°%. Doubling of margin 


ne 


requirements has reduced trading in the grain markets withou 


acting as a brake upon prices which, of course, are determined | — 


by the relation between supply and demand. Political charge; 
that gambling in the grain markets is largely responsible fy 
rising prices is not supported by the facts. During the past sev. 
eral years of climbing prices cash grain has sold persistently)! 
higher than futures. Wheat is now dearer in Canada anqpiistin 
Argentina (the two other exporting nations in this hemisphere ; 
than in the U. S.; yet neither Canada nor Argentina at thplati 
present time has a futures market. Futures markets actualyp)ll t 
function as a restraining influence upon prices; since they facil." 
tate hedge selling and disseminate information daily as ty 

prevailing price levels at which anyone, without favoritism, may 





buy and sell. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices — August 1939, equals 100 


Date 2Wk. | Mo. 3Mo. 6Mo. |! Yr Dec 6 

-Oct.11 Ago Ago Ago Ago Ago 194! 

28 Basic Commodities 335.4 328.3 324.5 305.3 326.8 243.9 156.9 
11 Imported Commodities 300.9 294.5 286.9 270.7 290.1 223.0 157.5 





Date 2Wk. | Mo. 3Mo. 6Mo. 1 Yr. Dee 


Oct. 11 Ago Ago Ago |%! 


Ago Ago 





host Oo: 
Iso ex 
le h 


7 Domestic Agriculture 392.4. 379.0 392.9 370.5 343.9 297.5 163 vent]; 
12 422.3 415.3 413.7 370.3 402.5 306.0 16moor ve 
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withou§ For Cement Companies 
>rmined 

a (Continued from page 8&7) 

iDlie x ; ; 

ast i Apart from its popularity as a 
sistently guiding material, cement has a 


da anipistinct cost advantage. Not only 
ispherd) fs its price always been low in 
1 at thegelation to competitive materials, 
actuglput the price rise since the war 
xy faci. gas been substantially less. 
ly as to Vhereas the average price of all 
sm, moypuilding materials early this year 

™Wvas about 74% above 1939, whole- 
sale cement prices during the 
same period have advanced less 
than 20%. Thus the cement in- 
ustry could afford recently to 
merease selling prices to offset 
igher wages and _ production 
sts, and this move should make 
o further earnings improve- 
ent. By and large, relatively 
ow labor costs due to intense 
nechanization of the production 
process has rendered the industry 
6 vulnerable to pressure from 
igher wages. 






















































Price-Earnings Ratio 


Earnings of the cement com- 
nies are.usually capitalized at a 
airly conservative ratio when 
ofits are substantial, as at pres- 
nt. Conversely, poor earnings 
e likely to be appraised liber- 
y, in anticipation of a cyclical 
trend in operations, and be- 
ause of the strong finances of 
host of the companies. The latter 
lso explains why dividends as a 
lle have been generous, fre- 
uently exceéding earnings in 
bor years; it is a factor that has 
ended to enhance investor appeal 
{cement company shares. While 
ey are evaluated on basis of 
amings prospects rather than 
ield, yield nevertheless is fre- 
uently high in view of liberal 
ividend policies. 

With earnings prospects highly 
tomising, constructive market 
tion of cement shares is indi- 
ated. Most cornpanies registered 
bstantial earnings improvement 
t year and should do at least 
ually well, probably better, in 
M47 and beyond. On pages 88 and 
have summarized the 
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297.5 163! 
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), we 
atus and prospects of the four 
ading companies in the field. 
ese thumbnail analyses should 
fread and weighed jointly with 
¢ industry outlook picture and 
meral characteristics described 
i the foregoing. 
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Industries Most Vulnerable 
To Export Decline 





(Continued from page 8&1) 
end they are actually conserving 
them now, pending clarification 
of the size and scope of our aid 
program. 


Most Urgently Needed 


Capital goods most urgently 
needed include iron and _ steel 
products, oil industry, transpor- 
tation and electrical equipment; 
also farm and mining machinery. 
Considering the pressing need for 
the latter two items, the tendency 
is to class them as “current” 
rather than as capital equipment; 
in other words to place them on a 
par in importance with food and 
fuel and have them financed un- 
der the Marshall Plan. For all the 
capital goods industries indicated 
above, plus probably some others 
not specifically mentioned, the 
prospect thus points to sustained 
heavy activity; for not only indi- 
cated foreign needs, but domestic 
demand as well is large and press- 
ing. 

In view of the transcendent 
need for food, fuel and primary 
capital goods, it stands to reason 
that de-emphasis on finished man- 
ufactures including many lines of 
consumers’ hard goods must be 
rather drastic. Many such prod- 
ucts previously obtained here in 
volume will be denied shipment as 
overall buying will be strictly 
supervised and controlled not only 
by the foreign countries but also 
by our own authorities to assure 
that Marshall Plan spending will 
really fulfill its purpose which es- 
sentially is the rebuilding of 
European industries so that 
Europe may once more stand on 
her own economic feet. Achieve- 
ment of this goal of course re- 
quires many other actions in the 
direction of greatest possible self- 
help on the part of the “Marshall 
Plan countries.” Without doubt, 
such steps will be rigidly outlined 
and one of them of course will be 
greatest possible curtailment of 
non-essential imports of Ameri- 
can goods. The question of what 
will be available will be largely 
academic, since the main purpose 
will be keeping down our expendi- 
tures by the channelling of our 
aid into most essential lines. Un- 
fortunately, the latter for the 
most part are also those where 
domestic shortages are most se- 
vere. Hence a return of greater 


shortages, and possible controls. 
voluntary or compulsory, is defi- 
nitely in the realm of possibility 
even if European requests are 
severely pared. 

In the field of non-essential 
goods including a good many con- 
sumers’ hard goods, on the other 
hand, there will be in many in- 
stances exist no such demand 
backlog to make for sustained 
tight market conditions. Some 
are already in pretty fair supply 
and any further reduction in ex- 
ports may be strongly felt. 

An idea of which lines will suf- 
fer most is given by the direc- 
tion which curtailment of imports 
by Britain and other countries 
has recently taken, as outlined 
before. Numerous textile lines 
are bound to be further affected, 
especially the higher priced lines 
as buying nations endeavor to 
spread their scarce dollars thin- 
ner, and finish goods in their own 
mills. Luxury articles, of course, 
will be out and this will impor- 
tantly include radios of which as 
much as ten percent of domestic 
production was exported. Export 
potentials for electric appliances 
— in contrast with heavy elec- 
trical equipment — will undoubt- 
edly narrow, and even general 
machinery exports may be re- 
stricted to types that can be 
classed as really essential to in- 
dustrial recovery. Makers of nu- 
merous specialties will find their 
foreign markets shut off. 

Emphasis on Essential Goods 

In short, both under the pro- 
posed Marshall Plan and the con- 
ditions of dollar shortage as in- 
creasingly experienced by non- 
Marshall Plan countries, espe- 
cially in Latin America but else- 
where too, an increasingly strict 
definition of what constitutes es- 
sential goods will be necessary. 
While it is impossible to antici- 
pate fully the exact impact, a 
wide range of finished manufac- 
tures as indicated in the fore- 
going is likely to bear the brunt 
of restrictions. In such lines 
where demand-supply conditions 
are balanced or approaching bal- 
ance, or where over-supply threat- 
ens, repercussions will naturally 
be pronounced. 

Pending crystallization of our 
aid efforts, the extent to which 
we are willing to go financially 
to help Europe back on her feet, 
a good many questions musi 
necessarily remain unanswered. 
One thing is certain, however: 
Export trade in the future will 
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become even more selective and 
the trends so far discernible give 
an excellent clue to the direction 
this will take. Makers of “non- 
essential” goods may be thrown 
largely back on purely domestic 
market potentials. In gauging 
future prospects, the latter are 
bound to asume primary impor- 
tance. 





Answers To Inquiries 





(Continued from page 94) 


Magnavox manufactures radio- 
phonograph combination sets, 
phonographs, radio loud speakers, 
condensers and other radio parts 
and sound slide film equipment. 
According to the president of this 
company, orders on hand are ex- 
pected to keep the various plants 
busy to full capacity for the bal- 
ance of the fiscal year. 

Cash dividends of 75 cents a 
share, plus 20% stock dividends 
have been paid thus far in 1947. 

On July 30, 1947, stockholders 
approved increase of authorized 
capital stock from 500,000 to 1,- 
000,000 shares. Company i is build- 
ing two additional plants to in- 
crease production. 





Low Price Earnings Ratios 





(Continued from page 91) 


Some steels, selling at relatively 
low price-earnings ratios, are also 
listed in our table. Their conserva- 
tive market valuation undoubtedly 
reflects the well-known transitory 
character of steel booms, the 
“prince and pauper” character- 
istics of this industry. Should 
volumes begin to decline, compe- 
tition may quickly weaken the 
price structure enough to bring 
current high break-even points 
discouragingly to the fore. While 
this kind of reasoning is rational, 
there is a _ brighter side to 
the picture, too. With more 
than a fair prospect that sev- 
eral years may pass_ before 
demand for automobiles, 
heavy machinery, farm equip- 
ment, new construction, railroad 
items and numerous other dur- 
ables, materially declines, the steel 
industry in nearly every branch 
should be able to make a highly 
satisfactory showing. Should de- 
mand and price conditions sta- 
bilize, it is of course natural to 
anticipate that net earnings of 
many steel producers may dip. 
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But one has only to scan current 
earnings to realize what a cushion 
they provide for such an eventu- 
ality. On the other hand, dividend 
distributions are unlikely to be- 
come much more liberal because 
an increasingly large proportion 
of earnings must be retained to 
provide for higher depreciation 
charges, not to mention additions 
to plant. In other words, dollar 
earnings may look overly large at 
first glance, but tend to shrink in 
terms of their 1939 value. This 


factor should be borne in mind in 


studying all price-earnings ratios 
today. Nonetheless, shares of 
many steel concerns with current 
high earning power, such as 
Wheeling Steel and Superior Steel 
appear underpriced, considering 
their over-all prospects and strong 
finances. Others could be cited. 

The lowest price-earnings ratio 
shown on our list is that of Vir- 
ginia-Carolina Chemical Corpora- 
tion, with a ratio of only 1.8. This 
deserves special comment. Record- 
breaking farm income, ‘continued 
Federal support of agricultural 
prices and the latest program to 
expand crop output have combined 
to raise demand for fertilizers to 
historic peaks. Foreign demand 
also is of record proportions. Net 
earnings of this large producer of 
fertilizers undoubtedly _ reflect 
high volume that may continue 
for a considerable period. Trouble 
is, though, that prior to its cur- 
rent bonanza, for many years past 
the company was unable to earn 
anything at all on its common 
shares, and arrears of more than 
$83 per share on the preferred 
stock preclude any dividends. on 
the common. In this instance, a 
low price-earnings ratio is nat- 
urally indicated. 


Paper Group 


Of decided interest are the low 
ratios common in the paper and 
pulp group. The traditional sensi- 
tivity of this industry to varia- 
tions in business activity has 
forced investors generally to dis- 
count current high earning ca- 
pacity severely. During the bal- 
ance of 1947, at least, and prob- 
ably well through 1948, it looks 
as if demand for newsprint, pulp, 
white papers and related items 
would hold up extremely well, 
with excellent earnings implica- 
tions. How confidently some man- 
agements are looking forward is 
shown by plans of International 
Paper Company to spend $25 mil- 
lion in 1948 for additions to its 
facilities. West Virginia Pulp and 


Paper is on the way towards com. 
pletion of a $15 million moder. 
ization program. Numerous othe 
concerns, too, have announced jp. 
tention to spend large sums to ep. 
large output of paper products, 
Current high common share ear. 
ings of International Paper ar 
due not only to large sales and 
firm prices but also to large-scale 
retirement of debt, long term re 
financing at low rates and bette 
coordination of operations. Theg 
constructive developments shoul 
substantially aid in stabilizing fu. 
ture profit margins. All consid. 
ered, the price-earnings ratio of 
4.1 appears to us to reflect w. 
warranted apprehension as to the 
company’s earnings potentials for 
some time to come. The wide mz. 
gin of earnings over dividends 
could be shaved without endanger. 
ing the current dividend rate, but 
is not likely to experience much of 
a change, in our opinion. At 3 
price of 54, these shares provide 
good income combined with op 
portunities for eventual price ap 
preciation. 


Machinery Concerns 


Among manufacturers of me 
chinery, E. W. Bliss and Worth. 
ington Pump seem to be runnin 
closely abreast with price-eam 
ings ratios of 3.4 and 3.2. In the 
Magazine of Wall Street of Octobe 
11, 1947, we analyzed the statu 
and prospects of Bliss at conside: 
able length, and as many of 0 
comments on the industry appl 
equally to Worthington, we sug 
gest that our readers review thi 
article. Our optimistic slant on the, 
producers of machinery is born 
out by late reports from the Ma 
chine Tool Association that thi 
industry now seems likely to star 
1948 with backlog oders totalling 
$250 million. This points to wd 
sustained high earnings, possibl 


increased dividends of these tw; 


concerns and present price-eal 
ings ratios appear lower than 
tentials would suggest. 


be directed to two specialists i 
the durables field. One of the 
is Mullins Manufacturing Co 

ration, the price of whose share 
has not risen in proportion 
sharp earnings gains in the cu 
rent year. Mullins makes kitchd 
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S com. 
odern. 
; Other 
ced in. 


yight tinge. Outlays for kitchen 
gipment rank high in every 
widget where items of this kind 
We needed. Company also makes 
; to en- Mors and fenders for automobiles. 
ducts. Mind to 1944, Mullins for a num- 
e ealn- Bor of years accumulated working 
er arelpital by retaining a good part 
eS andfi¢earnings, but now is amply sup- 
‘e-ScaleBiied. The sharp uptrend in net 
1M refiis year may not continue, but 
better, a considerable time ahead, 
Theseffits should far exceed prewar 
should sperience. Hence a price-earnings 
ing fu-tio of 3 seems undeservedly 
consid. iy, 

atio off Joy Manufacturing Company 
Ct U-Brecializes in mining machinery, 
to thehnong others, for a prolonged 
lals forferiod likely to remain in high de- 
le mar-fund. To offset peak wage costs, 
mining companies are forced to 
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wrent dividend provides such a 
eable cushion that more liberal 
lividends appear warranted. In 
iew of the overall outlook for the 
mpany, a price-earnings ratio 
43 invites attention. 
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(Continued from page 71) 


‘Bstablished capital losses, the cost 
f the repurchased security is 
‘Bus written up, so that the fu- 
bmure years’ gain therefrom is con- 
iderably reduced and hence the 
x, 
In conclusion a word of warn- 
g. Do not permit tax considera- 
ons to override sound business 
dgment. The investment posi- 
on of a security to be sold as 
el as the outlook for the secur- 


lly weighed, 
ntages be outweighed by in- 
stment disadvantages. 





Need For World Currency 
Reform 
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kitch@fdget deficit financing. The huge 
ry kin@stwar deficits have done more 
tels alfimage in bringing about the 
for "ralling of prices and costs than 
ent fd the wartime financing. Table 
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a ve&pansion of deposits and note 





















STREIKTOBER 25, 1947 








liability on the one hand, and of 
production on the other, for a 
number of leading countries. 

The second important step in 
restoring confidence in currency 
must be the adjustment of its 
external purchasing power to in- 
ternal purchasing power. Stripped 
of technical phraseology, this 
means that currencies will have 
to be revalued to a realistic level. 
This level is sometimes — not 
always — indicated by their black 
market quotations. 


Overvaluation Widespread 


A good many currencies, at 
least those of Europe, are over- 
valued compared with the pur- 
chasing power of the dollar. When 
the war ended, there was some- 
thing to be said for the compul- 
sory maintenance of fictitious cur- 
rency values though overvalua- 
tion discouraged exports and en- 
couraged imports. It was defla- 
tionary insofar as it tended to in- 
crease the pool of goods at home. 
But with the exhaustion of gold 
and dollar reserves, no country 
can afford to maintain its cur- 
rency at a fictitious level. No mat- 
ter how perfect exchange con- 
trols may be, there is always a 
leakage of funds into the coun- 
tries with sounder currencies. Be- 
sides it is in the interest of all 
countries that a gap in interna- 
tional payments of a country with 
overvalued currency be reduced. 
Currency devaluation discourages 
imports and the transfer of capi- 
tal abroad, and encourages ex- 
ports and the “dishoarding” of 
gold and dollars. 

To sum up; confidence in money 
can be restored (1) by maintain- 
ing resonable equilibrium between 
the money supply and the supply 
of goods, and (2) by putting an 
end to the maintenance of cur- 
rencies at a fictitious value. 

The inter-war period is rich in 
examples of successful stabiliza- 
tion of currencies and the subse- 
quent rapid return of confidence 
and prosperity. A classic example 
is the stabilization of the French 
franc by Poincare in 1926. The 
situation in France at that time 
was not much different from 
what it is at present. Because of 
political pressure groups, one 
weak Government after another 
failed to take action on currency 
depreciation and halting inflation. 
In 1925, following the collapse of 
the German mark, the pace of 
franc depreciation quickened. 
Flight from the france assumed 





huge proportions. Then came 
Poincare and his National Gov- 
ernment with the drastic meas- 
ures of sharp devaluation and 
budget balancing at all costs. 

Within a few months, the atti- 
tude towards the franc changed 
completely. Funds came out of 
domestic hoards. French and. 
foreign capital returned from 
abroad. The fact that the franc 
was somewhat undervalued en- 
couraged exports and tourist traf- 
fic. By 1928 prosperity had re- 
turned to France. 

A more recent example of the 
restoration of confidence in na- 
tional currency is provided by Bel- 
gium. By blocking the bulk of cur- 
rency and deposits, Belgium at- 
tempted to adjust the volume of 
purchasing power to the volume 
of available goods. This was done 
in October 1946. Last year the 
budget was balanced. These meas- 
ures obviated the necessity of im- 
position of cumbersome controls 
over business. There was no pur- 
chasing power to feed black mar- 
kets, yet on the other hand, indi- 
vidual initiative has been allowed 
more play than in other Conti- 
nental countries. Today the Bel- 
gian franc is often included among 
the “hard” currencies. Belgian 
and foreign capital are returning 
and in recent months gold and dol- 
lar resources have actually been 
increasing. 


The French Problem 


Among the Western European 
currencies the revaluation of 
which is unavoidable are the 
French franc and the Italian lira. 
The trouble in France began when 
the Government, in order not to 
alienate the farmers, decided to 
refrain from blocking off the ex- 
cess purchasing power created 
during the war. Then followed a 
succession of huge budgetary defi- 
cits—the French public debt has 
nearly doubled since the end of 
the war. Spiraling wages pumped 
still more purchasing power into 
the French economy, far more 
than could be absorbed by in- 
creasing production. Huge im- 
ports proved of no avail in 
stemming the advance of prices 
which are now nearly eleven times 
the 1938 level. 

At the official rate of 119 francs 
to the dollar, the French currency 
appears to be grossly overvalued. 
Yet the French Government keeps 
on pegging it at that level, even 
though in the free market the dol- 
lar brings about 300 francs. 
French products are too high- 
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one-fourth of what they were at 
the end of the war, would, prob- 
ably be exhausted by this time. 
The situation in Italy is much 
the same. In face of a supply of 
goods even smaller than in France, 
the failure to block off excess pur- 
chasing power created during the 


_ war and by huge post-war deficits 


has led to a price advance to a 
level about 53 times pre-war. At 
the official rate of 350 lira to the 
dollar, the lira is grossly over- 
valued. The official rate was low- 
ered twice in recent months and 
it seems that the Italian Govern- 
ment is aware of the necessity of 
bringing the lira down to the free 
market level of about 700 lire to 
the dollar. In fact, the lira has 
been so: unstable that the Mone- 
tary Fund waived the setting of 
a par value. 

What is the right level for the 
French and the Italian lira? That 
is difficult to say. On the basis of 
price comparisons (purchasing 
power parity computations which 
leave much to be desired), the 
French france should be around 
225 francs to the dollar, and the 
lira about 550 lire to the dollar. 
But we make these computations 
with our fingers crossed and of- 
fer them merely as our own ideas 
of what a reasonable valuation 
might be. 


The Paris Conference 


The 16 countries participating 
last month in the Paris Confer- 
ence on the Marshall Plan recog- 
nized the necessity of monetary 
stability, and “carrying out in- 
ternal measures. within their 
power in fiscal and currency mat- 
ters’ —independently of external 
aid. This is what the Paris Report 
said about the intentions of the 
French and Italian Governments: 
“The French Government made 
clear to the committee of coopera- 
tion its determination to meet 
from current revenue all budget 
expenditures including military 
and reconstruction expenditures 
in 1948, with the sole exception of 
expenditures in respect of indem- 
nities for war losses to private 
property and of industrial invest- 
ments. Furthermore, the year 
1948 will see the end of all new 
borrowing from the Bank of 
France. A comprehensive plan for 
economic and monetary etabiliza- 
tion is being worked out and will 
be submitted to the next session 
of Parliament.” 

“The Italian Government de- 
clares that special steps are now 
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being taken with regard to finance 
and credit and that other such 
measures likewise intended to put 
internal finances on sound footing 
will be introduced very shortly. 
Thus the Italian Government has 
decided that it will approve no new 
expenditure unless provision is made 
for revenue to a corresponding amount. 
Furthermore, a recent enactment 
forbids the Treasury to accept 
any new loans from the Central 
Bank, unless Parliament has spe- 
cially authorized it beforehand to 
do so.” 


Good Intentions 


The intentions are good, but 
whether they will be carried out 
under political pressure at home 
is another matter. Actually in 
France the chances of budget bal- 
ancing are slim. The extra-ordi- 
nary budget, half as large as the 
budget, must be all covored by 
borrowing from the Bank of 
France. Already one of the recom- 
mendations of the Paris Confer- 
ence has gone overboard—the es- 
tablishment of a dollar pool to 
insure greater convertibility of 
European currencies. It was a 
neat idea. By cancelling the debits 
and the credits in each country’s 
payments, it was hoped that the 
net amount of dollars needed could 
be reduced. However, the British 
backed out. 

Currency reforms are badly 
needed in other European coun- 
tries, although nowhere, with the 
exception of some Eastern and 
Southeastern European countries 
such as Poland, Roumania, Yugo- 
slavia, Bulgaria and Greece, is the 
need as urgent as in France and 
Italy. Of the liberated countries, 
Denmark, Norway, Belgium, the 
Netherlands, and Czechoslovakia 
have more or less succeeded in 
balancing their budgets and in re- 
establishing confidence in their 
national currencies. The resources 
that are hidden away are prob- 
ably small. But the currencies of 
all these countries are overvalued, 
least in Belgium, most in the case 
of Czechoslovakia; their trade is 
consequently distorted and deval- 
uation would help their exports 
and keep down their imports. 

Although most Britishers abhor 
even the idea of pound sterling 
devaluation, there are many seri- 
ous observers who maintain that 
devaluation to, let us say, $3 in 
terms of the U. S. dollar, would 
help reduce the gap in the British 
balance of payments by encourag- 
ing exports. The lowering of the 
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pound would ease the problem of 1 
control, and of course lighten th 
burden of the old blocked poun;§ there 
sterling balances. In the Ney § (ana 
York free market, the pound j§ “T¢ 
quoted at around $2.75. ng fF 


If Germany is to contribute ty a; 
European recovery, something wil f jalan 
have to be done about the reichs F;, jn 
mark at least in the U. S. aniff saa’s 
British zones. The official rate wad st 
10 reichsmarks to the dollar isf yeas 
completely out of touch with the ura: 
free market rate of about 200 wh ind « 
220 reichsmarks to the dollar. Ey. produ 
tensive external help in the fomf i y; 
of goods will be needed if Germaff his ¢ 
currency reform is to be succes: ars} 


ful. dian ¢ 
Outside of Europe, the currency} —_ 
problems in China, Japan, Frene) | 


Indo-China, and Indonesia reser. 
ble the problems faced by Frane{’—— 
and Italy. Fiscal reforms, th ( 
elimination of budget deficits, ani 
drastic devaluation will be nece. 
sary if their national currencies 
are to be stabilized and their na 
tional resources fully mobilize 
for reconstruction. Elsewhere, i: 
Latin America, in the Near East 
in India and even in Canada, th 
problem is that of currency , Mar 
change, of devaluation, so as tog 2 lo 
duce the drain on gold and dollang ‘fect 
by encouraging exports and dip 2g th 
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spendi 


pared 
12% i 
dollar 
up 75° 
materi 


Indica 
is the 
have 

above 
sales 
time 

sales | 


Latin America and Near East 


The internal purchasing powe 
of most Latin American and New 
Eastern currencies is far belo na 
the external purchasing powep “SS | 
(based on the official rates). I a 
some countries, merely a smip iin 7 
dose of deflation is necessary ti . 
bring external and internal pu! with 
chasing power into a line. Thisi a. 7 
especially true about Urugual ve sutl 
Venezuela, Colombia, and Cubi nsufh 
Elsewhere in_ Latin America, if... 
Chile, Peru, Ecuador, Brazil, an voy oa 
even in Mexico and Argentim ott 7 
more severe deflation and devaluif - . 
tion will be necessary to brill It is 
price levels down to the worl lo the 
level. The same is true abl — 
Egypt, Iran, and Iraq. Howeveg "8h le 
none of the Latin American qty | 





Near Eastern countries is likely! ony 
deflate and devalue until prices ~_ 
s "e 


their principal exports begin ! 
decline. With the Marshall Plg?'oduct 
providing dollars for purchases‘ th 


such products as coffee fd og th 
Brazil, wheat and meat from Ap.@s bee 
gentina, and cotton from Egyg Uencin 
and India, action may be delay? ttitude 
for some time. frends 1 
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The Canadian currency problem 
ij in a class by itself. Basically 
there is nothing wrong with the 
(anadian dollar; it is a strong 
arrency and its internal purchas- 
ing power is even greater than 
the internal purchasing power of 
the U.S. Dollar: But the Canadian 
balance of international payments 
isin bad shape by virtue of Can- 
ada’s buying largely in the U.S. 
and selling in convertible currency 
areas. ‘Devaluation would dis- 
courage imports from this country 
and encourage travel and gold 
production which are the sources 
of U.S. dollars. But a loan from 
this country and adoption of the 
Marshall Plan may make Cana- 
dian devaluation unnecessary. 
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Money On A Spree 





(Continued from page 77) 
Indicative of increased rural sales 


vent is the fact that mail order sales 
ah a have been running over 20% 
; a 


>bilized above last vear, and total rural 
pes sles are some 18% higher at a 
r Eas me when department _ stores 
da i “sales have barely held their own. 
wrrend _ Marked consumer preference 
's tog (or long-missed durable goods is 
dollaxg ‘flected in the estimate that dur- 
nd diging the first half of this year, 

over 12% of total consumer 
spending was for durable com- 
pared with 9% a year ago, and 
2% in a good prewar year. Thus 
dollar sales for motor vehicles are 
‘up 75% from last year, building 
materials 30, household appli- 
ances 50%. On the other hand, 
expenditures for services which 
‘incude rent as a major item, de- 
‘clined to about 28% of total con- 
sumer expenditures compared 
with 38% before the war. The 
present relatively low proportion 
pof outlays for services, caused by 
insufficient housing and rent con- 
trol, is an important factor mak- 
ing for more liberal spending in 
other directions. 
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) brig, It is gratifying to note that up 
. worg the very present, the flow of 


income has been maintained at a 
phigh level with noteworthy sta- 
dility both in the aggregate and 
i major components. Well main- 
tained wages and salaries doubt- 
less reflect the stabilization of 
1] Pug’eduction in most major fields, 
rases@ed this stabilization, together 
> fri with the promise of continuance, 
on has been an important factor in- 
 Egygvencing the public’s spending 
delare ttitude. Thus the spending 

“Prends noted during the first half 
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of this year have been intensified 
during the third quarter, with 
consumers stepping up purchases 
of both durable and non-durable 
goods sharply to register a total 
sales volume which more than off- 
set the recent drop in export busi- 
ness. It is this shift towards in- 
creased spending that is the 
largest single factor responsible 
for lifting our national output 
during the third quarter to a new 
all-time high, to an annual rate 
of $230 billion. This compares 
with $226 billion for the second 
quarter, $222 for the first quar- 
ter, and $203.7 billion in 1946, 
and the wartime peak of $221.8 
billion registered in the first 
quarter of 1945. These figures of 
course are not adjusted for price 
rises, otherwise a different pic- 
ture would be presented. Still the 
persistent increase shows that 
our spending spree continues un- 
abated. 

Since much of the third quarter 
increase took place in the month 
of September, a new record is in- 
dicated for the final quarter of 
1947. The trend proves, conclu- 
sively, that while the postwar 
boom is flattening out, it still 
hasn’t ended. National income 
rose at a $10 billion annual rate 
during each of the last two quar- 
ters of 1946. During the first 
three quarters of 1947 it has been 
rising at an annual rate of only 
$4 billion quarterly. The impor- 
tant fact is that it continued its 
uptrend though the two most 
powerful postwar expansionary 
forces —— inventory accumulation 
and exports — have lost much of 
their impetus. As it is, exports 
during the third quarter will 
prove the only segment of na- 
tional output to slide off during 
that period. Business buying for 
inventory which soared through- 
out 1946, declined during the first 
half of 1947 and increased again 
in the third quarter, rose sharply 
last August and a further gain 
is indicated for September. Busi- 
ness spending, in short, is con- 
tinuing at a good clip. Combined 
outlays of business and consumers 
for new construction rose during 
the third quarter and business- 
men appear to have spent as 
much on capital goods in the third 
quarter as they did in the second 
quarter. 

To sum up: Despite the inroads 
on incomes and savings of high 
living costs, overall domestic 
spending continues to show signs 
of great vitality, and continued 
upward pressure on prices would 


seem to account at least in part 
for this showing. The boom con- 
tinues in full force, stimulated by 
revival of confidence that no 
early let-down is in sight, by real- 
ization of the fact that high 
prices will continue. This picture 
could change, of course, should 
food prices get further out of 
hand, or should incomes begin to 
lag markedly behind rising prices. 
If this occurs, not only would it 
force perhaps drastic changes in 
the consumer spending pattern, 
but overall consumer spending in- 
evitably would be affected. The 
spending spree, now still going 
strong, would then show the first 
signs of abating. So far it doesn’t. 





Investment Audit 
Of Cities Service 





(Continued from page 84) 


Altogether, properties outside 
the electric utilities are estimated 
to have a conservative value of 
about $330 million and an equity 
value, after taking care of indebt- 
edness, of more than $210 million. 
This appraisal is regarded as low 
under current conditions in view 
of the fact that at $1 a barrel, in- 
dicated oil reserves would be 
worth some $350 million. This 
gives no consideration to the sub- 
stantial gas reserves which are 
becoming increasingly valuable. 

Under the plan recently ap- 
proved for simplifying capital, the 
public utility properties were 
given the value of $85 million. 
Provision was made for using 
proceeds of sale of these proper- 
ties for retirement of about $60 
million of debenture 5s due from 
1958-1969. Any excess of funds 
remaining after such debt retire- 
ment was to be applied to retire- 
ment of new debenture 3s of 1977, 
according to terms of the agree- 
ment. The management has indi- 
cated its belief that* at least $25 
million would be available for 
purchasing the new debentures. 

Cities Service has numerous 
small investments as well as New 
York real estate estimated to 
have an equity of $10 million or 
more after provision for mort- 
gages approximating $10.4 mil- 
lion. 

The tangible assets behind out- 
standing debentures after elimi- 
nation of utility properties are 
estimated to have a value of close 
to $300 million which would rep- 
resent wide coverage over the $90 
million of debentures that would 
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be outstanding after retirement 
of approximately $25 million. A 
sinking fund provides for retire- 
ment of $1.5 million annually or 
$45 million principal amount of 
the issue by maturity. After dis- 
posal of the utility properties and 
application of proceeds to retire- 
ment of indebtedness under terms 
of the plan, the remaining $90 
million of debenture 3s would 
constitute the only parent com- 
pany obligations senior to the 
common stock. Under such condi- 
tions, the obligations should war- 
rant greater investor apprecia- 
tion. 


Earnings Estimate Conservative 


So far as the common shares 
are concerned, it is interesting to 
observe that estimates of net in- 
come for the next two years have 
been held at a conservative level. 
Th figures compiled for the pro- 
forma statement call for net in- 
come this year of approximately 
$24.5 million equivalent to $6.60 
a share on the common. For next 
year the estimate places net in- 
come at $25.9 million or $6.98 a 
share, and for 1949 income of 
$27.6 million is expected or $7.44 
a share. The detailed figures indi- 
cate that management anticipates 
no improvement in income in gas 
production or in pipe line and 
distribution activities. Thus no 
provision has been made for pos- 
sible growth in use of natural gas 
or in any addition to revenues 
from this division. Moreover, the 
estimates failed to take into ac- 
count benefits of an advance in 
crude oil prices of 25 cents a 
share which has taken place since 
compilation of the figures. Under 
the circumstances, it appears 
justified to raise earnings esti- 
mates for this year to perhaps 
$7.50 or $8 a share and if condi- 
tions continue favorable, even 
higher earnings seem a reason- 
able expectation for next year. 

While delay in completing the 
integration program postpones 
the company’s release from SEC 
control, financial results are not 
being adversely affected. The two 
large Ohio utilities contributed 
in dividends last year almost $5.5 
million, and an equivalent amount 
would be a reasonable expectation 
for 1947. Savings in taxes, inter- 
est, etc., arising from disposal of 
the electric properties apparently 
would approximate only $3.8 mil- 
lion, so that an advantage of 
about $1.7 million annually ac- 
crues to the parent company while 
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these utilities are being retained. 
Moreover, it seems quite possible 
that any sale of the properties 
might be on a basis affording a 
yield of 6% or more to the pur- 
chasers on current dividends, 
while Cities Service would be 
compelled to apply proceeds to re- 
demption of 3% debentures. 


Promising Future of Gas Business 


In view of’ the growing impor- 
tance of gas as a fuel for resi- 
dential heating, now that coal 
prices have advanced so sharply 
and fuel oil seems likely to rise 
correspondingly, the position of 
Cities Service takes on added.im- 
portance. The two principal units 
active in gas operations are Cities 
Service Gas Company and Gas 
Service Company, the one en- 
gaged in operating a pipe line and 
in wholesaling the product, and 
the other serving as a distributing 
organization. Gross revenues from 
these units would approximate 15 
percent of the system’s receipts 
(asuming retention of the electric 
properties), while on basis of re- 
cent experience they could be 
counted upon to contribute up- 
ward of 22 percent of earnings. It 
seems logical, therefore, to think 
that management may give con- 
siderable attention to exploiting 
these properties and to expanding 
sales with the thought of improv- 
ing earning power. 

Moreover, the promising future 
for the gas business may spur 
action on a plan to consolidate 
Arkansas Natural Gas properties 
with the parent. Cities Service 
has failed thus far to realize the 
full potentialities of its large 
stake in the Arkansas concern. 
The latter has felt the effect of 
prosperous conditions in the oil 
industry and appears well situ- 
ated to supply increased amounts 
of fuel. Hence, if the parent were 
able to effect a merger, there 
seems little doubt but that income 
could be generated well in excess 
of the $524,000 annual dividends 
currently being received on hold- 
ing of Arkansas preferred stock. 
Discussions with government 
agencies have indicated that prob- 
ably no official objection would 
be raised to such a program, if a 
small unit classified as a vublic 
utility were segregated. Removal 
of this concern from the picture 
would meet obiections of the SEC. 

Because Cities Service has long 
been regarded by the public as a 
utility, it may be some time be- 
fore the shares can be adjusted 
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marketwise to appraisal as jj 
securities. The general public the cu 
probably has not appreciated the ff ican 
fact that withdrawal from thf justm: 
utility field has been so_nearly§ been ¢ 
accomplished. A study of the com. price 1 
pany’s position. in the light of operat 
changed conditions justifies the nume! 
view that earnings in the futur § These 
are more likely to increase thay f thing 
to decline and that, -under the merits 
circumstances, market quotation; 
for the common stock have bee 
relatively modest as compared 
with major integrated oil conf Own 
cerns. million 
With completion of recapitali.f Mining 
zation and sales of its remaining§ adian 
utility interests, there will emerg§ an ext 
a new Cities Service Company,§ of div 
changed in many respects fron fields « 
the company we have known inf basis, | 
the past. The new concern wilf 0,126 
be a sounder company whose fu-f each s 
ture, both in point of strength® but in 
and stability, will bear little ref value, 
semblance to its past. Eventually sents ' 
this is bound to find fuller marke of the 
reflection. While the price of the} deduct: 
common has advanced in recenif cent p 
months, the equity at curren Pacific 
market of about 37 appears stilf sets of 
moderately valued in relation tif ued at 
future potentials. solidate 
far in 1 
' Pacific’ 
Common Stock Investment nore t 

















For Diversification _ 

And Stabiilty certain! 

price o 

(Continued from page 86) q “im 
half of its net income from divifing pro 


dends received from investment invest 
in other companies, includinfis the | 
mining enterprises in numerolif tors ent 
parts of the globe. Reference tif certain! 
the table wil show that amo} Potey 
these diversified interests hellfdyPont 
are more than 5.3 million sharéfaround 
of Rhodesian Selection Trust at'Byated 
some 1.6 million shares of Roafthis eo 
Antelope. The Rhodesian concel{chemicg 
owns an immense acreage of coPfthough, 
per properties in South AfricBholds jj 
and is rated as one of the lowéifshares o 
cost producers in the world. Cu'ftion, no 
rent high prices for copper hav§tive to | 
made the venture extreméelfduPont, 
profitable, as analysts of Ametifevery s 
can Metal Co. shares well kno¥falso obj 
Roan Antelope, on the other hanifin 0.9 
owns some valuable propertifthe valu 
but due to arrears on its preferréfthe ma 
pays nothing on its comm(hare. 

shares. While the basic operati0l{Would b. 
of American Metal are profitallfthemica 
it will be seen that the propdlflends mn 
tionate value of the two inves#pf 75 ce 
ments cited accounts for 62% @ends r 

















DCTOB, 













vublic® the current price of 29 for Amer- 
d the— ican Metal Co. common. An ad- 
1 the justment along the lines we have 
early § been discussing would reduce the 
com. price to 11 as a basis for its own 
nt off operations plus income from its 
$ thf numerous other investments. 
utuy These circumstances dre some- 
than} thing to consider in weighing the 
r the merits of the company’s shares. 
ations 

been Canadian Pacific 
pared 

conf Ownership of more than 1.68 


million shares of Consolidated 
Mining and Smelting Co. by Can- 
adian Pacific Railway furnishes 
an extremely interesting example 
of diversification into unrelated 
fields of activity. On a per share 
basis, this investment amounts to 
0126 share of Consolidated for 
-F each share of Canadian Pacific, 
‘but in terms of relative dollar 
value, the total investment repre- 
sents 75% of the market value 
of the parent. In other words, by 
deducting their value from a re- 
cent price of 12 for Canadian 
Pacific shares, the remaining as- 
sets of the railroad would be val- 
ued at only $3 per share. As Con- 
solidated Mining dividends thus 
far in 1947 have swelled Canadian 
Pacifie’s revenues to the tune of 
more than $8 million, the invest- 
ment has been highly satisfac- 
tory. On the face of it, it would 
certainly appear that the current 
‘price of Canadian Pacific shares 
severely discounts the fundamen- 
tal value of the company’s operat- 
ing properties and other outside 
investments. We do not say this 
is the case, for many other fac- 
‘tors enter the equation. But that’s 
certainly the way it looks. 
Potential purchasers of E. I. 
duPont stock at its current price 
around 190 may be chiefly moti- 
vated by the remarkable status of 
this concern as a producer of 
chemicals. Not to be overlooked, 
though, is the fact that duPont 
holds in its treasury 10 million 
shares of General Motors Corpora- 
tion, now priced close to 60. Rela- 
lve to the outstanding shares of 
duPont, this indicates that for 
very share acquired, the buyer 
also obtains an indirect interest 
in 0.9 share of General Motors, 
the value of which equals 28% of 
he market value of a duPont 
thare. Allowing for this, 137 
ould be the adjusted price of the 
hemical shares. With GM divi- 
lends running at a quarterly rate 
Mf 75 cents per share, total divi- 
lends received by duPont from 
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source at present to equal about 
15% of the company’s operating 
income, or less than the relative 
proportions of their stock prices. 
This provides an interesting prob- 
lem for the investor in appraising 
the relative favorable features of 
both equities; for earnings gains 
by the two concerns, if they de- 
velop, could make for a marked 
deviation from this current rela- 
tionship. The question then would 
be: Which stock is relatively most 
attractive? 

Eastern States Corporation is 
a holding concern, owning 1,000,- 
000 shares of St. Regis Paper Co. 
stock, out of slightly more than 
5 million shares outstanding. The 
company’s other investments are 
nominal. A buyer of the parent 
company share acquires in effect 
1.75 shares of St. Regis. As the 
market price of the latter is 11, 
the equivalent price of Eastern 
States stock on a strictly mathe- 
matical basis should be 19.25, as 
compared with the current quota- 
tion around 4. In explanation of 
this discrepancy, it should be 
mentioned that St. Regis has paid 
no dividends since 1931, so that 
mountainous arrears have piled 
up on the holding company’s pre- 
ferred stock issues. Thus on the 
company books, the Eastern 
States common shares have a defi- 
cit net asset value of approxi- 
mately $18.50, in part due to a 
sizeable undervaluation of its St. 
Regis holdings. At best, only a 
highly speculative value can be 
accorded to the Eastern States 
equities. Though St. Regis Paper 
is an important manufacturer of 
paper products, its earnings prior 
to 1940 were disappointing and no 
dividends were paid for 16 years 
past on the common. But net 
earnings have trended steadily up 
in recent years and for the first 
half of 1947 equaled $1.40 per 
share. By retaining earnings to 
boost working capital, by im- 
provements of facilities and by 
expansion, the outlook for the 
company has changed radically 
for the better. Additionally St. 
Regis last year refinanced its pre- 
ferred at a lower rate. The reader 
must judge whether the brighter 
prospects add appeal to St. Regis 
shares at 11, or whether Eastern 
States at 4 are more attractive 
speculatively. Our own opinion 


favors the former. 

Investment holdings by numer- 
ous railroads create interest in 
weighing the price of their shares 
under current difficult conditions. 
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also that the said two paragraphs contain state 
ments embracing affiant’s full knowledge and belief 
as to the circumstances and conditions under whicl 
stockholders and security holders who do not appear 
upon the books of the company as trustees, hold 
stock and securities in a capacity other than that of 
avbona fide owner; and this affiant has no reason to 
believe that any other person, association, or corpo 
ration has any interest direct or indirect in the 
said stock, bonds, or other securities than as so 
stated by him. 

5. That the average number of copies of each 
issue of this publication sold or distributed, through 
the mails or otherwise, to paid subscribers during 


_the twelve months preceding the date shown above 
is... (This information is required from daily. 
weekly, semiweekly, and triweekly newspapers 
only.) 
(signed) C. G. WYCKOFF, 
Publisher. 
Sworn to and subscribed before me this Ist dav 
of October, 7. 
(signed) RAOUL SCHWARTZ, 
G Notary Public 
N. Y. County Clerk’s No. 171 
[Seal] 


(My commission expires March 30, 1948.) 
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Some of our readers may not 
realize that the value’ of Penn- 
sylvania Railroad’s holdings of 
Norfolk and Western stock, for 
example, equals 61% of the cur- 
rent price of the Pennsylvania’s 
shares. Since Pennsy owns more 
than 2.39 million shares of this 
other railroad, that paid dividends 
totalling $13 per share last year, 
the support to the parent’s reve- 
nues was very substantial. Con- 
sidering the discouraging experi- 
ence of Pennsylvania in trying to 
make both ends meet during the 
past year, a recent price of 18 for 
its shares may not be surprising. 
On the other hand, it might seem 
significant that a purchase of this 
stock brings an “around-the-cor- 
ner” acquisition of 0.182 shares of 
Norfolk and Western, worth $60 
per share. Due allowances for this 
would lower the price for Pennsyl- 
vania stock to 7. If this sound old 
railroad pulls out of the hole and 
its own normal operating profits 
should be restored, the theoreti- 
cally low price for its shares 
might provide a firm base for 
eventual appreciation. 

We hope that our explanations 
have covered sufficient ground so 
that our readers can understand 
the rather complicated: pattern 
needed to analyze inter-company 
holdings such as we have dis- 
cussed. Quite evidently there are 
both opportunities and pitfalls 
that only detailed study can dis- 
close. In scanning the tabulation, 
it should be kept in mind that the 
importance of indirect investment 
holdings is much greater in the 
case of companies which have no 
senior capitalization. Capital lev- 
erage, where it exists, can impor- 
tantly modify any conclusions 
that might be fully valid in cases 
where capitalization is restricted 
to common stock. 


The Problem Of Over- 
Expanding Postwar Credit 








Continued from page 66) 


may provide the basis for expan- 
sion in credit amounting to six to 
ten times the reserves made avail- 
able. Thus present bank holdings 
of Government securities, theo- 
retically at least, could form the 
basis for a credit expansion in 
the huge amount of over $500 
billion! 


A New Element 
Nothing so extreme, of course, 
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will happen, but this ability of 
the. banking system to bring 
about the creation of large new 
reserves without borrowing is a 
new element in the credit situa- 
tion, the direct result of our 
policy of financing the war largely 
through the sale of Government 
securities to banks. With an ac- 
tive demand for loans, it can be- 
come a_ powerful inflationary 
force, antl to prevent this is the 
purpose of warnings that have 
been sounded. Another potential 
for credit expansion has been the 
large influx of gold that already 
amounted to nearly $2 billion this 
vear, and a good deal more ap- 
pears headed for our shores as 
foreign nations are forced to use 
part of their gold hoardings in 
order to acquire badly needed dol- 
lar exchange. 

As it is, conditions appear fa- 
vorable for further substantial ex- 
pansion of bank credit and under 
present circumstances it does not 
appear possible for the Federal 
Reserve System to check this ex- 
pansion by selling Government 
securities and thus absorbing 
bank reserves. For reasons ex- 
plained before, it can hardly re- 
fuse to buy Government securi- 
ties. Higher interest rates, beyond 
the recent firming of short term 
rates, might *be tried to discour- 
age borrowing but such a step, 
too, holds risks. Not only would 
it raise the cost of Government 
financing, adding to our already 
high debt burden, but it might 
depress the value of outstanding 
Government bonds, perhaps even 
lead to wholesale disposal of such 
bonds, including savings bonds, 
held by individuals. 

New controls to meet the situa- 
tion have been suggested in the 
past but so far Congress has 
shown no inclination to act. This 
might have meant higher reserve 
requirements for banks or the re- 
quirement for banks to establish 
a so-called “secondary reserve” 
by freezing a certain amount of 
holdings of short term Govern- 
ment securities. Since nothing has 
come out of these suggestions, 
persuasion would seem to be the 
only means of trying to avert pos- 
sible over-expansion of bank 
credit. 

At present, bank lending is 
again rising after a temporary 
slowing earlier this year, partly 
due to seasonal influences but 
partly also reflecting greater con- 
fidence in the business outlook 
and resumption of inventory ac- 


higher prices. Also, commerica| 
cumulation in anticipation of sti! 
loans may be increasing because 
operating costs generally op. 
tinue to tend higher. This tren 
forecasts new peaks in outstand. 
ing bank credit, still in view oj 
the high level of overall busines;, 
there is hardly any immediat 
danger of the situation getting 
out of hand. The’ warning 
sounded so far are primarily 
call to join the battle against in. 
flation. The banking position cop. 
tinues extremely sound and onl 
a sizeable recession in busines; 
could presumably bring to ligh: 
any weak spots. Such a recession, 
for over a year believed “jus 
around the corner,” today appears 
farther off than ever. 


The Outlook 


The prospect appears slim for 
any drastic tightening on soun¢ 
business loans. Any such mow 
would hardly serve to check infl. 
tion; rather it might well have the 
opposite effect. Commercial loan; 
by insured commercial banks, a 
shown in our table, increased 43% 
from mid-1946 to mid-1947 ani 
aggregate close to $15 billion, a 
increase of $4.4 billion within 3 
year. The latest trend is strongly 
upward, reflecting factors 1% 
ferred to above. 

Agricultural loans have ai: 
vanced relatively moderately, only 
13.4% within a year. Despite : 
slightly rising trend, farmers 0: 
viously are sufficiently well heele( 
financially so that no over-expal- 
sion is indicated in this field. 

Real Estate loans, on the othe’ 
hand, have virtually doubled sine 
the end of the war, and betwee 
mid-1946 and mid-1947 rose from 
$5.7 billion to $8.2 billion, or some 
A3%. Many undoubtedly hav 
been made on_ properties ¢@ 
sharply inflated values, but ban 
risk appears lessened in view (i 
the system of Federal guarantee 


Yet it may well be that a mo 
‘cautious policy may be seen in thi} 


future. However, with the ne 
spurt in building activity no! 


under way, such loans will pro} 


ably continue their uptrend. 
Consumer loans’ undoubted! 
are a prime target of the preset 
drive towards loan curtailmen! 
Between mid-1946 and mid-194' 
such loans rose 59.5%, or fro! 


$3.06 billion to $4.89 billion. Fo 


the period from December 3! 
1945 to June 30, 1946, the ir 
crease amounted to fully 107.5% 
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In recent years, banks have gone 
into this field in a big way and 
there is obviously a good deal of 
concern over the possibility that 
the volume of consumer loans 
may advance sharply with the 
ending of wartime curbs on con- 
sumer credit (Regulation W) 
after November 1. Undoubtedly a 
more critical attitude towards ex- 
pansion in this field may be taken 
by supervisory authorities, but 
also towards real estate loans 
based on inflated values, towards 
loans to carry excessive inven- 
tories and any loans for specula- 
tive purposes. 





As I See It! 
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Assembly. Russia immediately de- 
nounced it in characteristic vitu- 
perative terms. The plan was to 
establish, for a one year trial, a 
so-called Little Assembly — a 
committee of all 57 member na- 
tions which would be in continu- 
ous session to study problems of 
international peace. Essentially 
the proposal was made to offset 
the widespread disillusionment 
with the U.N. especially among 
the smaller nations, with the 
disappointing failure of the Se- 
curity Council to act on certain 
issues because of Russian vetoes. 
This disillusionment has already 
gone far. The Little Assembly 
was to present an opportunity for 
the U.N. to regain public confi- 
dence and the prestige needed for 
survival. In short, if the Security 
Council were to be hamstrung by 
vetoes, it was thought that per- 
haps the Assembly could serve to 
mobilize public opinion if it func- 
tioned through an interim com- 
mittee throughout the year. 


This of course is the very thing 
the Soviet Government does not 
want, hence Russia, main cause 
of U.N. weakness, promptly de- 
nounced the idea as a “flagrant 
violation” of the U.N. Charter. 
Russian reaction invites the ques- 
tion: Isn’t Soviet action in pre- 
venting peace the most flagrant 
violation of the U.N. Charter, the 
most cynical disregard of the 
very obligations that all charter 
members have solemnly assumed ? 

Mr. Byrnes’ idea of the Charter 
obligations may yet have to be 
put to a test. Russia’s attack on 
the Little Assembly plan is added 
proof of the need for the strong- 
est possible support of the world 


110 


organization, of the clarification 
of the Charter obligations along 
the lines Mr. Byrnes thinks they 
should work. The ever-strength- 


ening under-current of protest . 


among the nations against hav- 
ing the U.N. torn apart by Soviet 
recalcitrance appears to call for 
an early showdown. 





Varying Trends In 
Corporate Profit Margins 





(Continued from page 69) 


volume when pipelines became 
filled and higher living costs ad- 
versely affected consumer buying. 
Chances are strong, though, that 
profit margins of this group will 
tend to widen again as replace- 
ment demand shows its force. 

Though volume of the retail 
stores during the current year 
has been generally higher com- 
pared with last year, it will be 
seen that operating margins have 
shrunk a good deal. In large part 
this has been due to widespread 
and long continued markdown 
sales of over-priced, inferior or un- 
wanted merchandise. Mindful of 
experience in former boom times 
when inventory losses were se- 
vere, conservative retail manage- 
ments have been reducing inven- 
tories despite what that meant to 
profit margins. In contrast to last 
year’s inventory profits occa- 
sioned by rising prices, they have 
been forced to operate on slimmer 
margins. Now that they are again 
replacing their stocks, margins 
should be more normal, until such 
times as a business recession may 
set in. 

In the steel industry, it will be 
seen that profit margins for the 
first half were generally wider 
than in the corresponding period 
of 1946, but in large part this was 
due to strike conditions in the 
earlier period. More important is 
the fact that in 1947, margins 
narrowed in the second quarter 
compared with the first three 
months. This shows that the 
wage-price spiral of late has 
tended to narrow the operating 
margins of the steel producers 
rather generally, though expan- 
sion in volume has been note- 
worthy. Inasmuch as the steel in- 
dustry is operating close to capa- 
city, and expansion programs can 
hardly be completed for at least 
another year, a continuance of 
volume gains seems unlikely unless 
achieved through price upping. 


Hence profit margins probably 
will not improve materially; if g 
third round of wage boosts should 
force another price rise, the latter 
may no more than compensate 
for increased costs. 


Makers of paper products are 
enjoying such ideal conditions 
that operating margins of some 
concerns jiave widened rather 
significantly, though by no means 
proportionate to large gains in 
volume. With capacity strained 
by seemingly endless demand, it 
has been possible to lower unit 
costs. Additionally, this industry 
and many of its components are 
enjoying benefits from wide. 
spread mechanization and _ in. 
provements in processing. As long 
as prices remain firm, the operat- 
ing margins of numerous con- 
cerns in this field are likely to 
remain very satisfactory to the 
managements, although con- 
sumers rather properly might 
think they should be voluntarily 
lowered through adjustment of 
paper prices. 

Textile manufacturers — show 
varied trends in margins during 
the first half of 1947, according 
to variations in operating prob. 
lems and demand conditions. De. 
spite earlier predictions of declin. 
ing activity this year, operations 
are holding up well. A downtrend 
in profit margins, however, seems 
characteristic of American Woolen 
and Celanese. Cluett Peabody, to 
the contrary, is enjoying substan- 
tially wider profit margins than 
last year, and the same is true of 
United Merchants and Manufac- 
turers. Larger royalties from its 
sanforizing process, involving no 
increase in over-all expenses, have 
aided Cluett, while the highly in. 
tegrated operations of United 
Merchants have widened margins 
along with large volume gains. 

Lack of space precludes discus- 
sion of all the groups included in 
our tabulation. In studying’ the 
table as a whole, it seems rather 
clear that profit margins generally 
are tending to narrow. Looking 
ahead it seems likely that. this 
trend must be expected to cor 
tinue, although if the wage-price 
spiral spins for another round, 
the narrowing process may be 
come temporarily less marked. 
But when the time comes for al 
over-all price decline as it ulti- 
mately will, managerial efficiency 
will be put to a severe test il 
holding up profit margins at the 
high level currently prevailing it 
many fields. 
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BOOK REVIEWS 


CARTELS IN ACTION 
By George W. Stocking & Myron W. Watkins 


The Twentieth Century Fund $4.00 


CARTELS IN ACTION is a “case 
book” on international cartels: a factual 
account of the origins and operations 
of cartel arrangements in eight fields 
in which they have played an important 
role: sugar, rubber, nitrogen, steel, 
aluminum, magnesium, incandescent 
electric lamps, and chemicals. 


“ 


The trend toward concerted action or 
collective controls in economic affairs— 
with or without government sanction— 
is unmistakable. What have been its re- 
sults? Did it interfere with our war 
preparation? Has it restricted produc- 
tion and maintained high prices? What 
controls are desirable and _ possible? 
This book presents a factual basis for 
answers to these critical questions. 


JUST TELL THE TRUTH 


The uncensored story of the Russian people to- 
day told by the correspondent who travelled 
freely throughout the country with the direct 
sanction of Stalin, himself. 


John L. Strohm 


Scribners $3.50 


John Strohm’s astounding word-and- 
picture story of the people behind the 
Iron Curtain is one of the most remark- 
able journalistic scoops of recent years. 
After vainly trying for six months to 
get permission to enter the Soviet 
Union, John Strohm sent a cable to 
Premier Stalin. Ten days later, he was 
fying to Moscow on the first leg of an 
amazing journey—free from all censor- 
ship and restriction. He went where he 
pleased from the Baltic to the Black 
Sea, from Byelorussia to Stalingrad. He 
talked with the common people in their 
homes, in their factories, and on their 
farms. He saw their churches, their 
schools, and he took hundreds of dra- 
matic photographs perfectly freely and 
without restraint. The only thing ever 
said to him about what he should write 
was the earnest plea that he: “Just tell 
the truth!” 


Writing with verve and human under- 
Standing, the author takes you through 
the vast billowing grain fields, into the 
bustling industrial centers where sweat- 
ing workers grimly strain to “over-ful 
fill the plan,” into the colorful public 
market where butter goes for $12 a 
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pound, shoes for $100 a pair, and a 
bootblack must pay $120 per month for 
a license to shine shoes. The problem 
of sex in the Soviet is discussed in 
full, as are the various schemes for in- 
centive pay which bear a suspicious 
resemblance to old-fashioned Capital- 
ism. 

John Strohm does not pretend to pic- 
ture Russia’s economic system as the 
ideal one, but he is sympathetic with 
the terrific problems that the country 
faces today and he explains them with 
clarity and understanding. Above all, 
he presents convincing proof that the 
last thing the Russian people want is 
war with the United States. When you 
read his book, you will understand why. 


THE PROBLEM OF REDUCING 
VULNERABILITY TO 
ATOMIC BOMBS 


By Ansley J. Coale 


Princeton University Press $2.00 


This is the sharpest analysis and 
most precise and straightforward state- 
ment yet published on one whole area 
of the problems of atomic energy. It 
was written, under the direction of a 
notable group of social and physical 
scientists, for the whole range of Amer- 
ican citizens. It is addressed in simple, 
non-technical language to those who are 
not specialists on the subject yet are 
concerned with public or industrial pol- 
icy profoundly affected by it. A sample 
of the people in this specially interested 
group might include: investors and in- 
dustrial leaders debating concentration 
vs. dispersion of plants, city planners 
and regional development councils, 
architects and builders, transportation 
and communications engineers, devisers 
of military preparedness, statemen and 
plain citizens pondering the anxious 
questions of America’s foreign relations. 

The book is not written in a defeat- 
ist spirit. Although the author realis- 
tically examines the situation not only 
under an effective agreement but also 
under an ineffective agreemnt or no 
agrement at all, he shows clearly that 
reduction of vulnerability as a means 
of discauraging attack can be whole- 
heartedly recommended to all nations 
—and hence is in itself an aid toward a 
stable agreement. 

Mr. Coale does not seek to give final 
answers but rather, by analysis and 
synthesis, to show the exact nature of 





NATIONAL CONTAINER COPORATION 
On October 10, 1947 a regular quarterly divi- 
dend of $0.296875 as declared on the 444% 
Cumulative Convertible Preferred Stock of 
National Container Corporation, payable No- 
vember 1, 1947 to stockholders of record Octo- 


ber 20, 1947. 
HARRY GINSBERG 
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the questions awaiting answer. The 
book shows his belief in the part that 
patient intelligence can continue to play 
as mankind faces the most difficult 
problem in its history. 


THE NEW FIBERS 


The first book that tells the complete story of all 
the new developments in fibers and textiles. 


By Joseph V. Sherman and Signe L. Sherman 


D. Van Nostrand Co., Inc. $5.00 


Here is the absorbing story of the 
new fibers that are making their way 
from the headlines into every-day liv- 
ing: the story of Nylon, Vinyon, Fiber- 
glas, Saron, Velon, Aralac, Ardil and 
others, from their history and develop- 
ment, through their manufacture and 
processing, complete with adiscussion 
of their properties and their applica- 
tions, both established and potential. 


THE NEW FIBERS presents the sci- 
entific and commercial facts on both the 
man-made fibers and the chemically im- 
proved natural fibers, and describes 
fully the research efforts now being 
carried on to develop both of these 
groups. 






































COFCO 


Now. when so many foreign and domestic 
factors are affecting every security you own, we 
offer to prepare a confidential preliminary analy- 
sis of your investment portfolio if it ¢xceeds 
$20,000 in value. 


This report will comment frankly on its diver- 
sification, income and will designate your least 
favorable issues. 


This offer is made to responsible investors who 
are interested in learning how Investment Man- 
agement Service might apply specifically to their 
personal holdings and objectives, We shall quote 
an exact fee for annual supervision of your ac- 
count and tell you our qualifications for serving 
you in the difficult market ahead. 


The thorough and informative nature of our 
preliminary analyses is clearly shown by the 
comments of investors who have taken advantage 
of this invitation: 


From California—"In all my experience as an ex- 
ecutive secretary for twenty years I have never run 
across your superior in the way you have considered 
my situation and am favorably impressed.” E. D. B. 


From Massachusetts—“Y our preliminary report re- 
garding my investment portfolio was received. I 
examined your analysis very carefully and with much 
interest. Your comments and the wisdom of using 
investment counsel sound very reasonable.” A. M 


From Nebraska—"I wish to thank you for your re- 
port. You covered the subject thoroughly.” G. V 


Repeating a Special 
Offer at This 


Crucial Time ! 


PATI CO 


From New York—"I am in receipt of your valuable 
Preliminary Analysis of my holdings, for which I thank 
you. I had not contemplated that you would make 
such a really admirable report regarding my portfolio. 
| Ba Ms 


From Ohio—‘Thank you for your immediate reply, 
including a preliminary analysis of my portfolio. I 
can honestly say that I am impressed by this report. 
D: BH... 


From Oklahoma—“Your Preliminary Analysis re 
ceived and it seems to be what I am looking for. 1 
am going to take this service and I intend to follow 
it.” O.A 

From Pennsylvania—‘“Your Preliminary Analysis 
of my, inventory of capital investments received. I wish 
to thank you for presenting it in such an excellent and 
comprehensive manner.” N. J. 


From Texas—‘] am in receipt of your Preliminary 
Analysis of my stocks. I gave you a big job and you 
gave me a thorough report and I thank you.” H. T 


From Virginia —“I am much impressed with your 
report which evidences that you have given thought 
and gone over my portfolio in a thorough and pains- 
taking manner which pleases me very much. I recognize 
the soundness of your reasoning and of the suggestions 
made.” F. W. 


Just tabulate your securities, giving the amounts 
and purchase prices so we can consider the tax 
aspects of any changes, State your objectives so 
our advice can be as pertinent as possible. 


All information will be held confidential. This 
offer does not obligate you to enroll—but under 
today’s manpower conditions it is not open to 
mere curiosity seekers. 


INVESTMENT MANAGEMENT SERVICE 
A Division of The Magazine of Wall Street 


90 Broad Street 


New York 4, N. Y. 
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THE MAGAZINE OF WALL STREE :— 






























Since 1939... 


fale 1 |. ae 4. — FOREST PRODUCTS COST RAILROADS 171.3% MORE 
. ty 
IRON AND STEEL PRODUCTS COST RAILROADS 47% MORE 
ERG S—— — FUEL (COAL AND OIL) COSTS RAILROADS 81.9% MORE 


ae 2S. 
e ‘ag ie _—WAGES & WAGE TAKES COST RAILROADS 75. 5% MORE 
> Nee St 1) , 






(Only recently an Arbitration Board raised annual wage costs $50,000,000 on the Pennsylvania Railroad alone. 


RAILROAD FREIGHT RATES MUST KEEP PACE 

















IT’S UNFAIR TO THE PUBLIC— 


to deny railroads reasonable increases in freight rates so that 
service can be improved. 





While industry is obtaining higher prices to meet its increased 
costs, it should not overlook its own need for adequate and 
efficient railroad service —that the country may continue to grow 
and prosper. 

Industry is prosperous when the railroads are prosperous. 


Railroad operating costs have increased more than 65% 





since 1939. Freight rates have advanced but 28%. An unsound 
situation which cannot continue. 







PUBLISHED IN THE INTEREST OF 218,000 STOCKHOLDERS 


PENNSYLVANIA RAILROAD 
































Beauty and graciousness in traditional and modern furniture designs 
are created by Magnavox to complement the unsurpassed tone, 
the mechanical. accuracy of every magnificent model... 
satisfying your natural desire to own the best. See and hear these quality 
radio-phonographs in America’s finest stores. 
The Magnavox Company, Fort Wayne 4, Indiana. 
Illustrated: THE DUETTE: Youthfully styled modern 
furniture finished in light or dark synthetic leather 


with a cabinet face of white oak or walnut. 
An incomparable value at $187. 
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RADIO PHONOGRAPH 


Lhe Dymlel of Quality tn Fada 


— wince 194IF 


Dynamic Speakers Sotc 10ids Electrolytic Capacitors Ilustravox Sound Slidefiim Equipment 
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